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ABSTRACT 

The Couimission made an in deptli study of the entire 
tax structure of Connecticut and developed a model for tax reform for 
the State that would allow for lessening of inequalities for many 
classes of taxpayers-and create a more fcivorabie climate for industry 
to increase employment for Connecticut people. This volume (the third, 
of three) is in three parts. The first part reviews State-level 
tcixation on indiviauals. It evaluates the impact of the sales tax, 
compares it to other States, and offers an alternative to the present 
7 percent rate. A review of the need for a personal income tax is 
contained in this sectioji, and recommezada tions against its adoption 
are presented. This first part also contains the Commission program 
for elimination of the tax on dividends, while increasing the tax on 
net long-terra capital gains. The second part describes the need for 
business tax reform and offers programs designed to stimulate 
business expansion, retooling, raodernization of equipment^ etc. — all 
designed to create more jobs for Connecticut workers. The final part 
sets forth a variety of procedural reforms designed to simplify the 
revenue code and appeals procedures. (AuLhor/JF) 
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(zitlMKiuctioil 



The (.'(inimis.sion's Kopoi't disciissos llio ini]>a(.'l. 
oi' l.axatii>n at vaiious lo\'els uikI sin^-los out many 
c'lassus of tax()ayors lV>r analyses. The purposo 
(>r II) is pail is t(i cxainine [.he impuL't of laxat iou 
on iiuliviflual l.a\])ayers, aiul reconiinGiu! specilio 
relief. 

In studyin):'' the Comniission's I'ecoinnieadations 
c'oncci'ninK luxation and expeiulituros in Connooti- 
cut, the i-oader must consider its entire content 
tiud the inten-ehitionshii> of the entii'e tax strnc- 
lure. Only by this process can the reader ai-rive 
at a reasonal)le coiickision as to whether ini])k^ 
mentino* the reconinieiuhitions will acdiiove llio 
]n'0|)ei' ultimate objectives of the tax ])rog'rani — 
one that is i)redictal)le and equitable for all classes 
of taxpayers, ])rovides adequate revenues without 
i'ecun-inj[r fiscal crises, does not have a' nc^i'ative 
efVect on the economy, is- easy to administer, and 
elicits strai^litfoi'ward compliance. 

Mectiiio- these objectives is of concern to Con- 
necticut citizens i)articularly wlien it concerns so- 
called *'tnxes on individuals." liowever, ao one 
should lose sic^ht of the fact that all (axes are 



paid l)y individuals directly or in the cos! of ^oods 
and services purchased. N(U' should si.Li'ht be lost 
of the fact that tjix ix^forni d(u?s not iiecessai'ily 
mean I'odncijon or elimination of one typo of tax 
and or iin])ositi<m id* ur increase in rates (d' an- 
ollioi* tyi>e of tax. This type of "refornT' often 
loads to the same taxiiayei''s paying- the same 
ajnount of taxes, Init under a dilferoot whuq (the 
"chan^'iii^- |)ocket tlieoi'y"). It may also lead to 
i'afdcl cxpaiision of ji'overnment s[)endinM' now 
and niiijoi' sources of tax revenue are created. 

Of course, no tax proj^ram can achieve the 
ohjective of absolute equality for evei\v tax|)ayer 
and every income le<^el. The impact of each tax 
(loi)ends too ^'reatly on the individual cii'cum- 
stances of each taxpayer. Noi* can a tax ])i-o;^ram 
be devi.sed tliat will "shift the burden to the next 
^uy'* — e\*ery user of ^governmental sources must 
expect to assist in providin^j- funds for these ,ser\'- 
ices. Vo\-ortheless. the Commission's tax iM'o^^i-am 
for individuals reflects an efloii. to achiexx* the 
previously mentioned objectives to the fullest 
extent i^ossihle. 
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The Commission finds that 

tlfc State's sales iax\ ivhile seemingly high 
hi gross rata (7%)^ is vroiwrttonal rather than 
regressive due to the exe^nption of food. The tax 
is no more burdensome than that levied by nmny 
other states, with loiver (jross rates due to lack 
of exemptions and additional local sales taxes in 
those states. 

The Commission recommends that 

-4. the present rate be continued, with an 
orderly program of reduction in the future as 
excess revenue develops. As an alternative, a re- 
duction to can be effected if coupled n)ith 
a broadening of the tax base to inchi.de certain 
items presently exemjit. The base hroade7iin(i 
shonld not disturb the present exemptions for 
food and medicine. 

. The Commission finds that 

2. the present tax on dividends received by in- 



dividnals is dearly a tax on income, as such is 
discriminatory as to income source, and falls 
heavily on income groups n*ho must depend on. 
diiuclends to meet current living costs. The miture 
of a capital gain, on the other hand, is not so 
clearly related to income and, since realization is 
more often on the basis of investment decisions 
rather than current income needs, the tax on 
yain^s is not so burdensome. 

The Commission recommends that 

B. the tax on dividends income of individ- 
uals be removed for income years beginning on 
or ciftcr January 1, 1973, and that the tax on 
ca:pital gains be continued at a 6% rate on the 
en.ti7*e net gain as determined for Federal p7ir- 
poses, without a 50% deduction. 

The Commission finds that 

a tax on real estate conveyances follows a 
well established pattern and applies to property 



(hut, for the most part, docs not cluaufe iKivd^^^ 
freffiimtlj/, /vrreasinf/ the rate sKlhsfantialhj from 
the }>ri'sc>it SUlO per thoimnni t^hoald not be on- 
rroifs in the pn'sci)l voniinnhin Injid- of vapidly 
incrcasinf/ re(d rstak valifcs, 

The Commission recommends that 

C. the preHe^}l reMi estuie ronveyunce tax rate 
he ineretiscd. to $10 per iho}iii(t}}d dollars of i^nle 
price with larat fjurenrme)it>< relainlnf) the />/7?.s- 
ent SlJO and fonvnrdivfi the Ixdavee to the State. 

The Commission finds that 

a. prri^oi}(d income tax is unpopular }vith a 



At tlie state and local level, individual taxpay- 
ers are most aware of tliree tyiios of taxes: prop- 
erty^ sales and broad-ba.sed individual income 
taxes. Pro|>ei-ty tax reform is discussed in detail 
in Volume 11, Part A of the Commission's Repoj-t. 
Of the two other majoi' individual sources, Con- 
necticut levies only a sales tiix. On the national 
level the sales tax and broad-based income tax are 
levied as follows: 

No. of states 

Sales tax 45 
Broad-based income tax 40 
Both taxes 34 

The states of New Jersey and New Hami)shire 
ai)ply . an income tax only on commuters from 
nearby states; three states tax selected invest- 
ment income (Connecticut — dividends and cai)ital 
g:ains; New PIami)shire — dividends and cei*tain in- 
terest; Tennessee — dividends and interest). 

Two impoi-tant factors in the study of the tax 
structure of state and local g^ovei'nnients are its 
'"elasticity" and whether it has *'pi*ogressive-re- 
gressive-proportionar' status. 

Elasticity can be defined as the percentage 
change in tax yield per 1% of change in income. 
Thus an elasticity rate of 1.0 means that for 
every 1% of c]iang:e in loersonal income within 
the state, the tax yield will change 1%. The elas- 
ticity of a particular tax, or the entire tax struc- 
ture, can be measured with some cei-tainty. 

. Elasticity of Connecticut's structure is.dis- 



larffe majoritp \\f (he })rople of ('n/}nvefiei(t, if (v/- 
arted mnld (>/.)f >^ a nor sonrrr of rn'omr far an- 
nvvvs^arij ffitnre ^^ipendiifff, and naf rr</nirrd in 
the Com7ni,'^'si(}i(\^ halanrrd prot/nnn. The State\'< 
prefient tax rttrtare pnn'ides the ficeessarji ela^s- 
ticltij to meet expendilnre re<inirenienti>' and ran 
he nunle e(/nJtahlr icithunt ifnpo^siiHi an ineo}Ke 
tax. 

The Commission recommends (liaf 

/.). a- Conneetient personal ineomc fax sItoN/d 
not be. imposed. 



/ 

cussed moi'e fully in Vulumc3 1, 'Parts B atid C. 
As discussed more fully in those parts "the elas- 
ticity of Connecticut's Genci*al Fund tax stiHicture 
is calculated to be .!)() which iridicates that for 
every 1% growth of Connecticut's personal in- 
come, taxes will grow S) 1.0 of I'J'r." Using as a 
guide the ACIR elasticity study ■ (Tables C-2 and 
C-3, Vol. 1, Part C) Connecticut can be classified 
as having a medium elasticity, which is how Con.- 
uccticut was defined l)y ACIR in I.IK)7.^. This clas- 
sification is only an economic indicator and not of 
primary im]3ortance except as I'elalcd to spending 
objectives. 

There is, of course, no requirement that govern- 
mental spending rise as fast as personal income. 
As shown in the section on Projected Expenditure 
Volume T, Pari; C, the Commission anticipates 
a State expenditure increase of 5% per year 
thi'ough FY 77. Recognizing that the existing 
tax structure will inci'ease at ai:)proximately 
G.7% rate in each year, (see Vol. I, Part C, 
Revenues and Expenditures) the Commission 
believes that there is no further argument or 
desirability for improving elasticity of the Con- 
necticut tax structure. While the present elas- 
ticity of .9 is somew^liat less than an average 
for all states, the Commission believes it is 
sufliciently elastic to meet ConnecticuPs present 
and projected needs. 

A tax structure can be defined as regi'essive if 
it takes a greater percent of pei'sonal income as 
the income level declines; the opposite situation is 
progressive. A tax is i)ro])ortional when it takes 
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tlio same |)orcentaK*i? <>r income fi'om nil iiiconio 
levels. 

The (luestion of tlio pro^'ressivo, reji'i'es.sivo, oi* 
proi)()rUonal nature of ihe Connecticut tax sys- 
tem is discussed in detail in Volume 1, Part B, 
•Tax. Impact/* of the Comiidssion's Keix>rt, The 
issue is also discussed in Volunie 11, Part A, *Vls 
the Pro|)ei*ty Tax Ke^^iussive?" from the noint of 
view of impact of the pi'operty tax. These dis- 
cussions have led the Commission to the conclu- 
sion that Connecticut's tax structure can hest l.)e 
descriijed as |)ro|)ortional. In view of the domi- 
nance of the projAressivo nature of the Federal tax 
structure, it is nol necessary or desirable lo at- 
tempt to create a pro^^ressive tax structure at the 
State leveh 

In arriving,'' at this conclusion the Commission 
was mindful of the total burden of State and local 
taxes. However, a factor as inii)ortant as the cur- 
rent i^urden is that of fiscal effort, since certain 
measurements when calculated by themselves can 
be nnsleadin^^. Foi' exanii)le, two widely used 
measures of tax burden and car)acity. taxes per 
capita and taxes per $1,000 of i)ersonal income, 
show diametrical results in Connecticut, 

Taxes ])er capita for each of the 50 states show 
the pel- capita tax burden by state for the M-year 
period lOOO-Ol, PJOo-BO as the niid-i^oint, and 
1970-7L The per caiMta State and local tax bur- 
den for Connecticut in 11)60-61 was $222.72. rank- 
ing Connecticut 16th among* all 50 states. In 
19G5-66, Connecticut ranked 13th nationally, and 
by 1970-71 i)er capita taxes grew to $533.19, rank- 



ing- ConiKK'ticut Tth aiiinn^i* all states. This meas- 
ure shows Connecticut to ho not oidy higii in its 
tax hurdeii relntivo to other states hut ^towIuk 
higdier over the last decade, 

However, another measuiv of tax elfoi't. taxes 
jier $1,000 of pei'soiial income, shows that Ccui- 
iiecticut ranked •VAvd among- all states in '60-(>l, 
.|()th in 'Oo-OO, and :>2nd in '70-71, While Coimecti- 
cut has heei\ increasing* its olfort by this measure, 
it has consistently I'anked at the opposite end of 
the scale compai'ed to taxes per capita. The per 
capita tax measure shows Coiuiocticut hi^ii in its 
tax elfort. whoi'oas the per $1,000 of personal in- 
come measui'c indicat'^s that Connecticut has not 
even come close to I'ciiching- its taxing capacity. 

The true measurement of the Connecticut State 
and 'local tax elfoi't is somewhere in between. The 
U. S. Advisoiy Connnissi(Mi on hiterg'overninental 
Relations (ACIR) concluded that the Connecticut 
State tiix effoi't was l)elow the national averag-e, 
but that local effoil was above the national aver- 
age (see Vol. 1, Part B, pag'es 30 to 37. for more 
detailed discussion) . 

While there may be some dislocation of tax 
burden by taxpayei* g-roups, the Commission is of 
the oiiinion that the overall tax burden of various 
individual g:roups is g-eiierally fair and that drastic 
chang-es are not necessary. In addition, Commis- 
sion recommendations discussed elsewhere in the 
Report will g:o far to correct the most serious of 
these dislocations without burdening? Connecticut's 
citizenry with significant new types of taxes. 



Coiiiiecticiil Sales Tax 



A frequent comment about Connecticut's sales 
tax rate of 7% is that it is the highest in the 
country. While this is tme if one compares only 
gross rales, it is not true in an "elTective rate" 
comparison, which w'ould consider the fact that 
many other states permit local governments to 
levy a siiles tax in addition to the State tax. An- 
other important factor in arriving at an *'effec- 
tive rate'' is the exemptions from the tax that a 
jurisdiction permits. ' 



Connecticut's sales tax rate will compare very 
favorably when ihese factors are considered: 

Kxemptionn 

Local iM»le« Prcacription Utility Heating 

tin levied Food mwiicine Clothinsr flervlceu fuel 

Connecticut No Yes Yes Yes* Yes** Yes 
44 Other 

States 22 18 28 5- 15 11 

♦ Throu^^h a^^e 9, 
First $10 pov month. 
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The offort. of those factors is domonslralofl by 
the fact that for all oO states por capiln sales lax 
revenue. at the state !e\*ol was §7*)^!) in 1071 while 
(.'()iineetieut*s was $8(1.08.- On ii lax revemio per 
5?!, 000 of persona! income in P.)71 the 50 state 
average was $10.47 while the Coiuieclieut avcra^'e 
was $17.0-1/' If Icvcally assessed sales lj\xes in 
many olhei' states were added tti these anioMnts. 
Connecticut's comparative sales tax luirden vvould 
he even less. 

Another example of the favoraljle effective sales' 
tax rate in OMinecticut can he derived from "oi)-- 
tional sales tax tables" |)repared hy tlv.^ Internal 
Revenue Seirice Uw 1972 individual income tax 
returns. Forexami)le: 

rnmlly of 1 with ndjuHiod Krrosa 
incnniP of 



Snlcn tiM 
rnt** rnHer$3.(M)0 



$10.00(1 to 
$Hl.!>!)!l 



Connocticut T^r ^-W) ?!).! 

Ulinois* A'y §02 ^20^ 

New Vork''+ -p;; .'jr.j^jK^ $iK)-iriS $i;;i)-2-m 

*. Additional local ratos up to l^'J inclmkMl. 
^"MMus local rutfs of \\\\ U> :V:-, — am«>\ii)ts show rixnv^n 
from 0^ local lax to Ihn maxiimun :\* f fap|iro\'imattOy 
85^^ of thf proiK^ny is .subject to the local raio). 

Illinois has no exemiition for food. etc. ; New York 
has no exemption for clo^.hin^*^ utilities, and hcat- 
injii' fuel. 

Another comment concernint»* the sales tax is 
that it is rejrressive. This is a question which in- 
volves didicult detinitions and for which it is hard 
to ohtiiin objective conclusions. In addition, the 
question of reoressivity depends on the entire 
state and local tax structure. As discussed in this 
section under "Connecticut's Tax Structure." the 
Commission is of the opinion that the state's 
structure can best be described as jmportional. • 

With resi)ect to tlic total reliance of a state and 
local tax structure on the sales tax. it has been 
i-econmiended that **The <?enei-al sales tax should 
serve as the other niajoi* state tax capable of pro- 
ducing: between 20 and 25 of state-local revenue 
without imjiosing* an extraordinary burden on low 
income families — the exenii)tion of food and dru^^'s 
or the ]>rovision of income tax credits can a 
lonpf way toward pullinp: most of the regressive 
stinger from this tax."' Connecticut's ]*eliance on 
the sales tax was 17.0% in 1970,^ Wliile ))robably 
somewhat hi^^-her now, it should be well within a 
recommended limit, even without an individual 
income tax. 



The pro^*!vssi\'o iVatui'o ol' the fotut exeniplion 
such as t'onnt'cti'Mit's on i\ sales tax is <lenion- 
slratiMl by a sliul\' which sIiowimI that food rt'p- 
resoiUed \\\' i nf Ihehiub^'el ol' lowslandnrd fa\ii- 
ilies, 2!)'< of nuKkM'alc stnndai'd families, and -(J' 
of lii^'her standard fjunilios." 

Xmietlieless, the Com mission riH*o.u'ni/.cs lhat 
many people iVel the saU's (ax is (oo hin-h. The 
(liU'ervMilial helsveon Coiinoclicut anci its noi^iiihors 
has also pi'()\'(»(| to bo a luirdon to retailors with 
.^toi^es hear the state hordors, ShoppcM's (li.srt\u*nr< I- 
in<4' the I'se Tax aspects of (ho k^mkm'hI sales tax 
take advanta^v of the lower rales provailin<>* 
across tin? borders and thoi'eljy place certain Con- 
!\ecticiit I'etailers at a competitive disadvantage 

l*r(»^rriini for RiMluclioii 

The Commi.ssion oilers <Iic rollowiny* allornafive 
to continuint;- Ihe sales lax at ils preseni 7% rate: 
hoKinninii; in UMl, the li'oneral .sales (ax can he 
reduced lo ;ind Ihe base of Ihe lax hroad- 

enod to incliulc cliildren's clotliini*' and personal 
sor\ ices/ 

ChiUli-en's clothin^^- has been an exemption difTi- 
cult to administer in the i>ast because of tlie lU'ob- 
loni of estinuUino- af^'cs and ch)thino* styles. Low- 
v^rin"' the a^i'e to 10 years was helpful in minimiz- 
inj? this problem, but it still continues. The 
**T\velfth Report of the New Jersey Commission 
on State Tax I'olicy" presented information to 
show -.iuLt the cloth in»' exemption, on a per ca|)ita 
ijasis, is estimated to he more tlian twice as <rreat 
for the $10-b'),000 income ;i'roui> as for the 
$•1-5,0(^0 jrroup, thereby adding- a deg-ree of re- 
f^Tc^sivity to the. sales tax. 

The addition of personal services will also have 
tlie eflect of makih<T the sales tax less retiressive 
since low income <;i'roni)S spend less on personal 
services than do hip:hcr income o-ronps. Removing? 
these exemptions sliould make the sales tax more 
equitable without increasino; its overall burden to" 
residents of tiie State. 

As excess revenues develop in the next five 
years (see Pai-t D, Volume I for a prediction of 
excess revenues throug-h FY 77) Ihe Commission 
recommends the sales lax be reduced. 

An orderly program for leduction of the gen- 
eral sales tax would lead to a Vz point reduclion 
in FY '7fi and an addilional 1/2 point reduclion in 
FY 77. 
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Tax oil I)ivi(l< luls and Capital (iaiiis 



ill IIHIU llu» 1 A'<i'isl;iluro cfiaclLMl it law tnxinK in- 
flividimls wilh caiiital (i'ains in excess of at a 
vixii) of ()';; ; iK'l .U'aitis wei'e eoinpiilod llie saniC- 
as .ihkUm- "Fedei'al law, inclii(iin.u* a (leductioa for 
c»ne-hnlf of rwi low^-lovm ^t'dns. As oriKinaHy 
cMiaclod, ^'juns rereivcci l)elwoon July 2. HKil) and 
June 30. \\]7\ were to he taxed. 

Jn 1071 the Le^'islaturo cnaete(! tlie so-called 
"investmenL iiKM)ni(:i lax," wliicli aniendod the 1901) 
law to apply to capital jji'ains i)ol\' tln'ouji^ii Doctmv 
her 81. ],!)7(l. The HlTi Act ini])osed a (Vr (ax on 
cairilal ^'ains and (Mvidonds i-ecei\-od hy individuals 
after Oecenihei- :U, Ml?). Capital ^'ains are a'^-ain 
to be computed for the most part under Fedoi*al 
rules, with a major exception — the State Tiw 
Commissioner interj)relotl amhio-uilies \n the 1071 
Act to permit taxin.u' the entire capital o-ain. with- 
out the r)Orr Federal dechiction for net lon^-torm 
g'ains, 

r-Joth the lOOl) and 1071 Acts are now under 
court attack l>y taxiiayers. As to the lOHO Act, 
several cases are testing* a numbei* of issues; other 
tlian tlui Constitutional questions of duo process 
and ecjual p'-otection, the principal issue .is whether 
the basis for o-ain or loss on assets held at the 
clfectivG date of the statute should l)e July 1, lOGO. 
fail' market value, oi- the Federal basis wliich may 
reflect an earlier \'alue. One of these cases has 
been decided adversely foi- tfie taxpayer by the 
Connecticut Supreme Court. The only api)Gal of 
the decision would be to the U. S. Supreme Court. 
The other 1060 cases ai-o in a holding pattern 
i)endino- the outcome of litigation relating- to the 
1971 Act. 

Tlie case challen<2:in^>- the 1971 Act also present- 
ed the Constitutional and V)asis ste]>ui) issues, and 
in* addition attacked the sin^rlino- out of dividends 
for the tax while excluding interest and othe)- in- 
vestment income, and the denial of the 50% net 
long-term ^ains deduction. On August 8, 1972. the 
Connecticut Supreme Court decided ag'ainst the 
taxpayer on the various issues except for inter- 
l)retinjr the Act to pennit the iyO% deduction from 
net long-term gains. The case is in the pi'ocess of 
api)eal to the U. S. Supreme Court on the issues 
of basis step-up and singling out dividends to tax. 

Collections under 1969 and 1971 Acts are as 
follows (the one-half 1969 yeai^ is omitted) : 
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Individuals Caiiitsit 
■' Ui.vaMr y<»;<r ^ai/ts hividrnds Tola! 

1071) s;i(i.:')(Hi.(Kni $ii).:;(M).i)(i() 
1071 ?:vi, :;()(). ()()() $i2;',S(KI,()o() $i;i),i(i(),()Oii 

'.Ml Ijiu a sauill inajciriiy of individuals WW on i\ caliMuiar 

Appi'oxinialely one-liaif ($17,(M1(),(KI(i) of the nJ71 
capital gains collections will l)0 refunded under 
ih-e aboN'o-incnliuned coui'i decision. 

liasis for l^liniination of I)ivi<l<'iuls Tax 

The Commission luis concluded (ha( (ho (ax on 
di^•ide^d income should i)c removed for income 
years he^iiiming on or afler January 1, 107:). As 

discussed elsewhei'e in ihis report, the Commission 
has also I'ecommended that a Connecticut personal 
income tax not be imposed. Since the tax on divi- 
fiends is ckiariy a tax on income, it is (b'.sci-imina- 
iory when cominu-ed to all income, as ^vell as when 
conuiared to othei- invesjcment income. Another 
reason for the Cojnmi.ssion rocommendalion is 
that the tax often falls on those least able to pay 
it — those in hnv income f)rackets and particularly 
elderly individuals who have invested in stock to 
provide tlie necessnr\' retirement income. In ex- 
cluding interest income from taxation under tfre 
1071 .Act, the Legislature was mindful of the num- 
ber of Connecticut citi/ens not in the higher in- 
come brackets who receive and dejiend on interest 
income. On the basis' of information available as 
to the increasing numbei- of shareholders in this 
country, the Commission is jjersuaded that this 
reasoning is more and more apiilicable to divi- 
dends. 

Tax Gains at Full Value 

The Commission has, however, recommended 
changing Uie capilal gains lax to a rale of i)% on 
the entire net capital gain as determined in Fed* 
era! Income Tax purposes (elimina(ion of the r)0% 
deduction). It should be pointed out that the net 
effect of tiiese two recommendations will be 'to 
relieve Connecticut tax])ayers of $9,000,000 in 
taxes (reduction of 326,000,000 in the tax on divi- 
(iends and $17,000,000 increase in the tax on capi- 
tal gains) . 

The Commission is aware of the many argu- 
ments concerning the nature of a tax on capital 



^■jiins; fur iiistaiK/o wliethcM' it is in fuel a lax od 
iiitan'^"il)le i>r()|)(M-ty \"is~a-vis a tax on iiioomo. and 
the ai*fi"iinients on la\*in.u' only a part of iho jifain. 
It is also tiwai'o of iho fart that some other states 
<lo ta.x eaiJital <i"ains u( imlivifluals at hi.uiier i-ates 
than CLM'tain othoi- typos of income. 

This recominendalion niasl bo \-iGU'ed as part of 
the ontii'o i*eport which hahmces revenues a;:i'niiist 
i^cerls and firovidos lax^ rehef where ]iossihlo to 
assist the .i^'i'ealest iuinil>ev''of citizens. It w.ould 
appciu* that capilal i»ains are foj- llio mosi |)ar( 
realized on (he hnsis of in vest men ( decisions. 
Dividends, in(erosl» efc. are often depended upon 
for (he necessities of hfe, Indivickials reah'zin^ 
cai)ital j»ains under this premise are more able 
to i)ay a tax on that j^ain from the i)roceeds. 



The ('ommission feels (hat <'ai)ital ^ains conUl 
more approi)riately bear llie I)iii'(len of a (ax tiian 
olher ty[)es of individual income. 11 ran see no 
reason to fdllow tlio l-'odorai rule i'ov a ^>0^; ro- 
(hu'tii»n in eertain typos of ,u"aias since the Stale 
tax, rate is so iiuieh lower. 

While all existing" taxes on income ;it the !"cd- 
ei'a! iiud State lovels Cdnlain some disrriininatoi\v 
provisions, thoso recommendations will pi'ovido 
substantial relief rroni the exist iii^i' Ic'j.'islaiion. 
'['lie tmly alternative aside frfun (.'(onplete eliintna- 
tion of the tax (which is unsatisfacl()i'\' with re- 
spect to revenue I'dpii roments) is to {(t.r (ill 
cofiic a I a l(}}('rr trrcL This is not I'eeonimenflod 
for oilier reasons as discussed in tlie section on 
the personal iiicometax. 



Ileal lilslale Coiiveyanee Tax 



The real estate conveyance tax has l)oen levied 
for ninny years. Until ISIGT it was a Federal tax 
at the rate of $1,10 per thousand dollars on the 
equity portion of the sales price only. It did not, 
for exam|)le, inckide assumed niortp:a5i:es. The 
Federal law was i-ei)ealed to be effective in 19()7; 
simultaneously, Coimecticut enacted a similar law. 
The one pj'incipal difl'ej'euce in the Connecticut 
law required the tax be levied at the rate of $1.10 
l)er thousand dollars to total sales price inchiding 
assumed mortjLi'ajres or any other equity value in 
additiori to cash. Income from this source is re- 
tained by the local nnmicipality. 

Thirty-seven states levy a real estate transfer 
tax at the state and/or local level. The tax foHows 
a well-established pattern, and is easy to adminis- 



ter, ft ai)i)lies. for tlie most part, to pi-oi)erty that 
does not chan.^'e hands frequently. 

This Commission recommends the conveyance 
tax rate he increased from $1.10 per thousand 
dollars to total sales price to $10,00 ikm" thousand 
dollars of total sales price (1%), Local i^ovcrn- 
nients would retain the present $1,10 and foi-ward 
tiie balance to tlie State. This will pi'oduce an esti- 
mated total revenue of $18 million at tlie State 
level. 

The ])i-oposed rate is substantially hio'liei' than 
that inifwsed hy most of the - other 36 states with 
a real estate conveyance tax. However, the Com- 
mission does not feel that the [)roposed rate is 
onei'ous in view of the continuiao' trend of rapidly 
increasin.u" real estate values. 



Personal Iticoiiie Tax 



A Connecticut j^ersonal income tax was recom- 
mended by the Connecticut State Revenue Task 
Force in its February 11, 1071 Report and by the 
Governor's Stirike Force for Full Employment in 
1971. The Task Force j^ecommended a 20% sui'- 
chai*ge tax on Federal income tax liability (pig'gy- 
back tax) . It was desig:ned to raise apin'oximately 
$400 million hosed on 1970 estimates of personal 
income. 



The Strike Force recommendation was a jn'o- 
l)ortional tax at 3% on adjusted gross income, to 
raise $385 million based on a 1071 estimate of |)er- 
sonal income. The Strike Foi'ce recommended a 
tax on Federal adjusted gross income with limited 
adjustments and with a $1,000 personal exemi)tiori 
for each taxpayer and dependent for simplicity of 
administi'ation and the abilitj^ of every taxpayer 
to easily calculate his own tax. 
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]■]()[[) Die Reve))i!0 Task l'*i)rce and the Sti'iko 
Force roll, it was necessary to I'ccomniend a per- 
sonal income tax in oi-der to achieve the i-ovenuos 
neotled the Slate j;i'overnmenL l:'ot!i Commis- 
sions clcsi<>"nc(l a Lax niodel l(; he I'csponsivc to a 
mijiimuni uT 10^; inci-emental exiKMirlituros oacli 
year. \joi\\ Conimissions felt that the addilii>nal 
i*nvonues I'nnn the iKM'sonal income tax wore nec- 
essary in order to make any measure of tax reform 
possiMe iuul in oitIcj* to }-eliove existin;i' inequities 
and special Inii'dens on certain taxpayer chisses, 

The attitude of tlie Kevenue T;'sk Force towards 
a j^ersonal income tax is set foilh on iu;o-g 22 of 
its Keport: 

. 'Thei*croi-e, there l)eino' no othei- acceptable 
moans for raising- the requii-ed i-evenue, it is 
. with re^rret and a se?i.se of nostai/^ia that Ihe 
Task Foi-ce reports tiiat it has no choice Init to 
roconimend the adoption of a ])ersonal income 
tax for Connecticut." 

As shown in the section on Projected Exi:>endi- 
turcs, Vol. ]. Part C, the Commission antici- 
pates that State ex])enditures will inci-ease only 
oCr a year throii^di FY '77. In view of this esti- 
mate the Commission is of the opinion thai a new 
tax is not necessary to raise sufficient revenues 
for present and projected Slate spendin^i^-. In ad- 
dition the Commission believes there are other 
penaiasive i-easons for not imposin^: an individual 
income tax on Connecticut : 

1. The' questions of ^'elasticity" and ''iirogrcs- 
sive-reo-ressive-proportionar' aspects of a state's 
tax structure have been discussed elsewhere in 
the Report. The Commission is of the opinion that 
an overall pi-oportional structure is created by tlie 
balanced i)rooTam it recommends, without an in- 
dividual income tax. 

2.. There is no merit to the ar^'umenl that Con- 
necticut should have a personal income tax, 
whether if needs it or not, just because 10 other 
states have one. We are not aware that other 
states have mitij;?*ated recurrino- problems con- 
cerning, revenues and expenditures by enacting 
individual income taxes, or tliat Connecticut's 
problems have been more severe without such a 
tax. 



'i. Tlie Commission is concerned that imposing? 
a new tax would open up anothei* source of reve- 
nue which could lead to unnecessary s|)endin<i' 
with, at the most, temporally i-ate reductions in 
otl)oi' types of taxes. It is interestin.u' to note that 
in 11)70-71 7 states increased their sales tax rates, 
while 1.7 ino'eased personal income tax rates. 

•L A personal income lax could have an adverse 
elTect to Connecticut on business location deci- 
sions. \M>}uiue ll], Pai't B. discusses husiness tax- 
ation in Connecticut and }")resents a ])rog-ram de- 
siji'ned to promote l)Usiness activity in the State, 
with Isolated increased employment. Absence of 
a State inciividual income tax is a positive factor 
to coi'|)oratL' officials in inakins' location decisions. 

5. Many Connecticut tax).)ayers liave been sub- 
jected to increased taxes on theii* earnino-s in 
11)72 thi'ou.ti'h increased Social Security payments. 
Fm-ther increases are scheduled for 1973 and 
197.1 

. f>. The majority of the State's citizens do not 
want an pei-sonal income tax. This has been dem- 
onstrated by their immediate and forceful reaction 
to the Leo-islature's attempt to impose such a tax 
in li)?]. Members of the Gcnei-al Assembly were 
quick to i-eaHze the stren^^-th of this reaction by 
immediately repealing- the tax. Public opinion 
polls in the State have reaffirmed this view of 
luiblic opinion. 

The Commission ' held four public hearings 
throug-hout the State, at wliich a number of ad- 
vocates of an individual income tax in Connecticut 
aiii-)eai*ed and testified. Many of these advocates 
proposed sjiecial tax relief for interests wdiich 
they represented requiring additional new revenue 
sources; others proposed individual rate structures 
that would have excluded or provided minimal 
taxes for the most part for tlie gi'oups they rep- 
i-esented. However, the most numerous of those 
attending- the liearings advocated fiscal j-esponsi- 
bility in spending without new or increased taxes, 
and spoke as individuals. The Commission con- 
sidered o]nnions expressed at the. public hearings 
along with the other factors discussed here. 

For the reiisons discussed above, the Commis- 
sion recommends that an individual income tax 
not be imposed on Connecticut taxpayers. 
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FOOTNOTES TO PART A 



1 In jfonoral, state tax stnicturps which viAy primarily on 
income taxes liavo an elasticity of 1.2 or g:ro;ite)'; those 
relyln;j: on a sales tax or a conibinatioji of sales and income 
taxes, close to l.fl; and those rolyinji: on sales and exciso 
taxes, less than 1.0. See ACIH, Fiscal BuUmccA in the 
Avicricdu Fedvnd Sif-^Unn (Washington, D,C., 19()7). 

2 U.S. Dept. of Commerce, Stale Govcrvnicvt Finmccs 
(1971), p. 11. 

3/6k/„p, 18. 



4ACIR, SlatV'Locn! FuKmce^: Sifjvifu'dut Fcttiurcti (Oitl 
Su ted Lv(iU((ttuin (Washington, O.C.: U.S. Govern- 
ment Printinj^ Oflice, 1!)72). 

r^Ibid,, p, .1. 

f) '''I'hree Standai'ds of f^iving for an Urban Kanuly of 
Four Persons (in gpi'inj;-, 11)07),'' U.S. De|it. of Labor, 
Bureau of Labor Statistics, Bulletin 1570-5 (lOGO). 

7 Repairs and alteration.s, printin.tc, photojL^raphy, laun- 
dry, dry cleaning, barber and beauty shop services, and 
])a]*king. 
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PART 15 

Tax Reform For Business 



Iiilroduclioii: Objectives of Slale-Looal Business Taxation 



T!ie benefits of econo?iHC activity and g'vowih 
accrue to all tliroug'h increased omijloynient. Gov- 
ernment services are supported by taxes which 
ai'e paid from the rewai'ds of private productive 
economic activity, rewards dei'ived fi'om the em- 
ployment of economic resources. Business activity 
jirovides th\s employment. Every effort, tliere- 
fore, must be made to insure maximum employ- 
ment throujjch the maintenance of a favorable en- 
vironment for the location of new industry in 
Connecticut and the expansion of existing invest- 
ment and Job opportunities in Connecticut's busi- 
ness sector. 

Business tax refoi*m may easily have as many 
meanings as the]*e ai'e reformers, This is particu- 
larly true in the absence of ag'reement on the ob- 
jectives of State-local business taxation; but even 
if agreement could be acliieved, tliere would be 
differences among reasonable and informed ob- 
servers as to how these objectives might be maxi- 
mized. Thus, although the Commission's specific 
prooram for Connecticut business tax reform may 
not meet with universal approval, it is designed 
to resolve the most serious major issues. 

Connecticut must have a tax stinicture wiiich 
will assure a healthy State economy characterized 
by high employment and income levels that come 
from the attraction, retention, and expansion of 
business and industry in the State, and a tax 
structure which meets the revenue needs of State 
and local governments. It is incumbent upon the 
State, therefore, to provide such a climate by in- 
snring the economic growth of its business and 



indv;sl;i*y which i.u'ovide 8()'r of a»i job.s in tlie 
State and are vital to the Stale ec<HU)my. 

Cori>orations faced witli wliat they rejrard as a 
burden.somo tax structure in one state whore it 
maintains a facility may .shift much if not al! of 
those facilities to another 'corporate installation 
located in. a state with a more favorable tux struc- 
V.urc. Such I'elocalion I'esults in loss of revenue 
and jobs within the slate. 

Connecticut business has, on balance, been 
moving out. 

Manufacturing employment in Connecticut dur- 
ing the period since 1?)()0 has declined !.()% while 
on the national l^vel it has increased 10.8%. 

Had Connecticut malntiiined its growth at the 
national rate it would liave meaiit a oQ^OOO in-" 
crf'Hse in mauufactui'ing jobs over our present 
level and due to the multiple efi'ect (creation of 
additional jobs in coiistiuiction, retail, service, 
and govei-nment) an overall increase of over 
100,000 jobs. 

Connecticut for many years ranked number 
one in the nation in the percenUige of manufac- 
tui-ing jobs to toUU employment. In the past three 
yeivrs our ranking has dropped to number five 
and has every indication of going lower. The 
blame does not rest solely on the I'eduction in 
government spending and defense goods, but in- 
cludes the departure or liquidation of some of our 
plants. It is less costly, in tax terms, for com- 
panies to opeiate in some of our neighboring 
states than it is in Connecticut. 



Simmiary of Findings 

General Findings 

The tax structure in Connecticut is frequently 
not competitive with that of other states, resnlting 
in many location decisions beino adverse to a 
Connecticut location. 

Ce7^tain changes are necessary in Connecticut's 
taxation of business to assist in providing the 
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and Recommendations 

climate necessary to (1) encourage existing busi- 
nesses to expand within tha State ratlicr thun 
loolcing elsewhere, (2) mitigate factors encourag- 
ing business to move from the State, and (3) 
attract new business from roithout the\State^ • 

Significant taxation occurs, at the time of in- 
vestment in Connecticut, acting as a negative 
factor in attracting investments into the State. 



Specific Findings and Rcconiniciidations 
Sales Tax on Machiliery and Eciuipment 

Kindinj»': The mb'H tux on vnnutfactnr^'rs' and 
farmlvf; vuichmcnj and efiuifwicvf /.s a deterrent 
to i7westment and- should be eUminuted. 

Recommendation: This tax should be elimi- 
miied in two staf/es: a oO^/r reduction 'effective 
July 1, 1!)7o, and the balance eliminated July 7, 
1976. 

Tangible Personal Property Tax 

Findin}]^: Taxes on tan(/ihle personal property 
of businesses are a sicbsta-}iti(d' deterrent to ex- 
pansion of biisiness within Coniecticnt. The levy, 
in taxing im^estmrnt instead of profitability of 
the bdsivess, also discourages expansion and, 
modernization of facilities, avd the nuuutfactur- 
in(j and. muijitainin cj of inventories ivlthin the 
State. 

Recommendation: Neiv purchases of numufac- 
turers' vuickinery avd eqiilpvient, furnitnre and 
fixtures, and all other 'personal property except 
motor vehicles, rolling stock of contractors, air- 
])l7uies,'and the personal property of public service 
companies^ shoidd be exempt from the personal 
property tax. 

Corporate Business Tax on Income 

Finding: While ConnecticnVs corporate income 
tax rates among the highest of all states, the 
Commission does not consider it necessary to re- 
duce the rate to remain competitive with other 
states, in view of the balance established by other 
projyosals. However, it is necessary that the State 
law be changed in certain respects. 

Recommendations : 

It is recommended that the Connecticnt corpo- 
ration net income tax be amended to conform to 
the Federal law in q:>ermitting the carry forward 
of operating and capital losses. The current pro- 
hibition in the Connecticut statutes on the carry- 
back of certain losses shoidd be continued. 

It is recommended that the Connecticut cor- 
poration net income tax be amended to conform 
to the Federal laio in permitting the filing of 
consolidated tax returns where siich rettmis are 
filed, for Federal purposes. 



It is rerom mended that tJie rurreid }>Jnm:-oHt 
program for the deduction of interciii jun'd from 
taxable ineume he continued in its pntf/ rammed- 
eliminaiion in VJ7() for fiudnrnd ifisfiiutions and. 
197Jf for other corporations. 

It is reconimvndAHl that the altt-rmttivc h mill 
tax on ca))ital and debt be replaced by a vtinimuoi 
aliernative fra}whise tax nieasu)'rd by i.^sucd 
(nul ontstanding eorporate shares: the present 
minimum aliernaiivc tax applicable to in re.sinioit 
funds, banlxS. and other financial corporations, 
and the $4-'* mlnimuni charge woidd be retained. 
An immediate study of anofhrr form, of aUo'na- 
live minim nni far for finanv/ml institf (lions is 
recom mended. 

The Insurance Industry 

Findinj]^: The Legiskiture has rewijnized that 
domestic insuranee comjjanies have heeu subject 
to discriminatory taxes and has provided for 
elimination of the tax on dividends and interest 
and for an adjnslnient of the tax nde on insur- 
ance premi}im.s. 

Recommendation : 

It is recommended that Insurance compairies 
be made subject to the corporation net income 
tax provisions of the Connecticut corporation 
business tax. 

Recommendation : 

Payments to local (/overnnrent by the State in 
lieu of property taxes o?i 77uinufacturers' or mer- 
chants' inventories should be elimimited upon im- 
plementation of the recommendations for uniform 
assessments as co7itained in Part C, Volume II. 
(See also Part A, Volume II for analysis of im- 
pact on certain communities,) The projected yewr 
for fidl implementation of the assessment reforms 
is FY 1976. 

Paymeiits in lieu of property taxes on new 
purchases of manufacturers' vuichinery and 
equipment and other categories recommended for 
exemption are not provided for because the Com- 
mission's analysis of overall revenue to local 
government Indicates an increase each year 
over the four-year period 1074^-77, and conse- 
quently, grants in lieu of taxes will not be re-, 
quired. (See Part A, Volume 11, for summanj 
analysis of the total impact of the Commission's 
program for local goveriime^it.) 
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The Current Tax Siliialioii: An OvervicM 



The major taxes ciiri'eiitly paid by business in 
Connecticut ^ire the local pr(»peily tuxes (on iand, 
l)uildings, macliinei'y, equipment, tools, and otlier 
personalty), the Stiito's coj'poration l)iisiness tax, 
insurance and utility conM^any Uixcf^, aiu! the sales 
or use tax on Inisiness purciuuses. Some $()20 
million of SUite-local tax receipts is atti-ibut^ible 
to tliese sources (exclusive of motor fuels, li- 
censes, and uncniploymerit c()nii)ensation taxes), 
or $570 per non-agricultural employee in the State 
per yeai-.- Of this sum, appi'oxiinately two-thiixls, 
about $450 million, repi'csents taxes that do not 
vary with output oi- income in the short I'un, but 
?-athei' represent a more or less fixed cost to the 
operation. To businessmen concerned with ''break- 
even" points, such costs require inci'eased sales 
volume before those "break-even" points can be 
achieved. 

Taxes are a cost of doing business, and today's 
ha2'd-pressed cor])Oi-ate nianagei'S must tak'e them 
into account ^vhen planning expansion, locating 
new facilities, or relocating present facilities. 
While many other factors impinge on the choice 
of location for a business, tax costs (considerably 
higher in Connecticut than in many other states) 
can influence many decisions to locate out of State. 
Perhaps equally impoi-tant to the level of busi- 
ness taxes is the structure of business taxation. 
Where differences in form rather than substance 
are permitted to influence tax liabilities, adverse 
reactions to these liabilities are paiticularly 
intense. 

Any examination of business taxation in Con- 
necticut requires attention to practices in other 
states, pai-ticularly those which are. considered 
closely competitive. What objective evidence ex- 
ists points to the conclusion that business and 
industry in Connecticut are subject to heavier 
taxation than in competing locations. In a recent 
report published by the Federal Reserve Bank 
of Boston, Connecticut was included among the 
'^highest i:ax'' states for representative manufac- 
turing firms in the Northeast.^ 

While it is popiilar for legislatures and the 
general populace to shift tax burdens to bnsiness 
and industry, the residt can lead to loss of i?idns- 
try and jobs. It is an absolute fact that many 
businesses are free to choose ivhere they locate 
and their managements are considered derelict 
when they choose to stay in a costly environment 



ic]tcn othvv satisfartorif rhoiccs are (t r((lla)>lt\ It 
is important, therefore, that we in Connecticut 
l^rovide at a minimum, a neutral tax cliinato, one 
which makes t^ixes neither high nor low Avith 
resi^ect to competing states. 

.Although the curi-ent status of Connecticut 
State-local Uixation is imi)orbuit, ])erhai)s a more 
relevant consideration fi'om the point of view of 
long-range investment planning is recent trends 
in the level of business fixation. According to 
data compiled by the Federal Advisory Commis- 
sion on Intergovernmental Relations (AC 111), 
business tax payments of all sbites and localities 
rose from $9.8 l)illion to iflT.f) billion over the 
10 year period, 1^)57-67.' Despite this im])res- 
sive incraise in absolute Inisiness tax liabilities, 
the relative reliance on the business sector for 
State-local tax revenues decVvned from to 
29.3'}} , Table B-1 gives the relationshii) of State- 
local taxes paid by business to total SUite-local 
taxes, by state for the yeai's 1957, 1962, and 1967. 

In 1957, SUite and local governments in Con- 
necticut called upon the business sector to pro- 
vide an estimated 32. 6 Or of their total tax i-evenue. 
Ten years later, the (igure was 31.4%, a 3.7% 
decline. In contrast, the all-SUite average per- 
centage decline in relative fiscal impoitance over 
the same period was 13.69^ . Foi-ty states listed 
percentage red^ndions in business taxes in excess 
of Connecticut's. Included among these 40 states 
with their coi-responding percentag-e reductions 
are New^ York (11.6), Rhode Island (14.8), 
Massachusetts (21.1), Pennsylvania (26,2), and 
New Jersey (29.7). In a word, all states in fairly 
close proximity to Connecticut in terms of coin- 
parable locational characteristics recorded sub- 
stantially higher reductions in their relianca on 
the business sector, for the support of state-local 
services. 

Table B-2 shows the 1968, 1970, and 1971 
brjakdown of business/total tax payments for 
Connecticut State tax payments only. On the 
basis of this computation, for the most recent 
year, the State of ConnccticrU ranked fourth from 
the highest among the stMes in its relative- re- 
liance on business taxes. In a real sense, Con- 
necticut ranked at or near the top, for the 3 
states listed higher than Connecticut (Alaska 
Louisiana, and Delaware) have unique business 
tax situations. All have so-called ''captive" audi- 



14 



TABLE B-1 : Rclationsliip. of State and Local Taxes Witli an Initial fnspact on Bii5?incs;s to 

Total Stale and Local Taxes, by Slate, 1957, 1962, and 1971^ 

(l)ollur amouiUs in millions) 



Tolal St'Mv ajtri local taxrs 



Stale and local tuxes 
on businoss 



__ 


U)f>7 


1962 


1957 


1967 


19B2 


1957 


UnittHl Stales 


$01,000.3 


$41,554.2 


.$28,045.1 


$17,853.4 


13.329.9 


9,791,7 


Alabama 


077.4 


4 3G.7 


318.4 


154.6 


100.7 


. 82.8 


Alaska 


85.8 


52.4 


N/A 


23.5 


10. 1 


\/A 


Arizona 




328.0 


182.6 


139.4 


08.5 


59.7 


Arkansas 


:iD2.5 


254.8 


177.5 


82.1 


58.6 


47.3 


California 


7,780.2 


5,142.9 


3.304.0 


2,391.0 


I,0:{7.5 


1,082.7 


Colorado 


077.7 


4 75.7 


313.2 


.190.8 


148.1 


98.2 


Connucliciit 


982.6 


684.0 


400.8 


308.2 


2;m.3 


150.4 


Delaware 


177.G 


112.:3 


58,6 


51.2 


34.3 


10.3 


Dist, of Col. 


27'i.a 


183.0 


142.7 


78.7 


55.0 


44.3 


Florida 


1,02.^ J 


1,061.3 


663.3 


416.0 


330.3 


214,9 


Clcor^jcia 


1,025.0 


G27.4 


467.9 


256.3 


107.4 


118.7 


Hawaii 


mio 


1 73.8 


N/A 


48.0 


30.1 


N/A 


Idaho ' 


205.2 


136.4 


9D.8 


62.2 


40.0 


34.4 


Illinois 


8,24 J). 6 


2,461.9 


1,723.7 


804.2 


68:i.4 


516.4 


Indiana 


1/17].;^ 


951.1 


G35.3 


399.2 


30;^.5 


23G.5 


low II 


D18.J) 


638.:^ 


487.0 


170.0 


lo9.9 


96.S 


Kan.sa.s 


717.1 


518.0 


367.4 


185.7 


149.3 


109.3 


Kentucky 


074.2 


466.8 


323.1 


136.4 


111.7 


93.9 


Louisiana 


958.8 


655.J 


497,2 


488.8 


348.9 


238,8 


Maine 


253.2 


197.8 


140,0 


63.4 


51.6 


40.5 


-Maryland 


1,172.4 


713.8 


400.2 


291.9 


189.3 


132.3 


Massachusetts 


2,004.2 


1,422.7 


1,014.9 


530.5 


440.6 


341.2 


Michi;L,'*an 


2,715.2 


1,896.2 


1.319.9 


838.1 


655,5 


490.9 


Minnesota 


1,256.4 


868.0 


597.9 


409.3 


311.4 


237.6 


Mississippi 


^JGl.a 


316.8 


233.5 


128.3 


104.7 


75.9 


Missoui'i 


1,198.9 


818.6 


551.2 


285.9 


219.7 


158.0 


Montana 


212,8 


162.1 


125.4 


76.4 


60.7 


48.6 


Nebraska 


m,G 


270.7 


200.1 


77.1 


58.2 


46.5 


Nevada 


16G,2 


95.2 


59.9 


57.3 


M2.0 


22.1 


New Hampshire 


176.9 


125.5 


8G.6 


45.1 


35.1 


27.5 


New Jersey 


2,239.8 


1,507.9 


987.1 


643.8 


501.4 


402,7 


New Mexico 


271.8 


187.2 


127.6 


86.7 


G8.3 


35,7 


New York 


8,423.6 


5,451.5 


3,711.6 


2.617,2 


1,755.1 


1,305.0 


North Carolina 


1,129.3 


738.8 


501.5 


316.5 


217.3 


162.8 


North Dakota 


178.4 


134.9 


107.8 


40.7 


31.7 


25.0 


Ohio 


2,612.1 


1,980.2 


1,398.2 


872.1 


087.4 


439.2 


Oklahoma 


629.0 


458.1 


344.7 


200.3 


141.9 


117.5 


Orefj^on 


631.3 


417.9 


347.9 


201.8 


144.0 


123.2 


Pennsylvania 


3,241.8 


2,335.6 


1,769,8 


915.6 


689.3 


676.3 


Rhode Island 


266.9 


188.7 


129.7 


75.5 


53.8 


43.1 


South Cai-oJina 


510.8 


330.6 


244.8 


1-47.3 


89.2 


69.6 


South Dakota 


204.5 


152.2 


112.2 


38.6 


29.4 


20.8 


Tennessee 


820.7 


528.3 


402,8 


210.4 


143.8 


106.8 


Texas 


2,471.2 


1,850.8 


1,253.3 


982.5 


836.7 


652.6 


Utah 


299.6 


205.1 


136.3 


86.9 


69,1 


52.1 


Vermont 


133.9 


92.1 


64.5 


32,2 


24.1 


17.3 


Virginia 


1,070.7 


623.5 


423,0 


285.0 


213.5 


157.5 


Washington 


1,108.6 


750.6 


511.8 


313,9 


225.0 


156.4 


West Virginia 


400,4 


306.4 


218.9 


145.1 


110.6 


90.8 


Wisconsin 


1,517.6 ■ 


974.6 


706.6 


407.G 


291.1 


250.5 


Wyoming 


110.3 


82.0 


G0.3 


44.2 


29.0 


24.3 


N/A Data not available. 













1967 

"29^3" 
22.8 
27.4 
2G.(; 
20.9 
30.7 
28.2 
31.4 
28.8 
28.6 
25.6 
25.0 
16.0 
30,;J. 
24.7 
27.1 
18.5 
25.9 
20,2 
51.0 
25.0 
24.9 
26.5 
30.9 
32.6 
27.8 
23.8 
35.9 
19,8 
34.5 
25-;5 
28.7 
31.9 
31.1 
28.0 
22.8 
33.4 
31.8 
32.0 
28.2 
28.3 
28.8 
18.9 
25.6 
39.8 
29.0 
24.0 
26.6 
28.3 
36.2 
26.9 
40.1 



Taxes on business as 
rh of jotal tases 



1962 

"32~r' 

24.4 
30.7 
30.0 
23.0 
31.8 
31.1 
34,3 
30.5 
30.1 
31.1 
26.7 
17.3 
33.7 
27.8' 
38.2 
21.9 
28.8 
23.8 
53.3 
26.2 
26.5 
31.0 
34.6 
35.9 
33.0 
26.8 
37.4 
21.5 
33.0 
28.0 
37.2 
36.5 
32.2 
'29.4 
23.5 
34.7 
31.0 
34.5 
29.5 
*28.u 
27.0 
19.3 
27.2 
45.2 
33.7 
26.2 
34.2 
29.6 
36.1 
29.9 
35.4 



19," 

34.2 
2G.n 
N/A 
32.7 
26.6 
32.8 
31.4 
32.6 
27.8 
31.0 
32.4 
25.4 
N/A 
34.5 
30.0 

' 37.2 
19.9 
29.7 
28.9 
48.0 
28.0 
28.7 
33.6 

.35.3 
39.7 
32.5 
28.7 
38,8 
23.2 
36.9 
31.8 
40.8 
28.0 
35.2 
32.5 
23,2 
31.4 
34.0 
35.4 
38.2 
33.2 
28.4 
18.5 
26.5 
52.1 
38.2 
26.8 
37.2 
30.6 
41.5 
35,5 
40.3 



1957-1967 
--13.6 
-12.3 
N/A 

- 18.7 
—21.4 

- 0.4 
-10.2 

- 3.7 
-f- 3.0 

- 7.7 
-21.0 

- 1.6 
N/A 

-12.2 

- 17.7 
-27.2 

- 7.0 
—12.8 
-30.1 
-f- 6.3 
-13.5 

- 13.2 
-21.1 
-12.5 
-17.9 
-14.5 

- 17 J. 

- 7.5 
-14.7 

- 6,5 

- 19.8 
-29.7 
-f-13.9 
-11.6 
-13.8 

- 1.7 
4- 6.4 

- 6.5 

- 9.6 
-26.2 
—14.8 

-f- 1.4 
+ 2.2 

- 3.4 
-23.6 
-24.1 
-10.4 
-28.5 

- 7.5 

- 12.8 
-24.2 

- 0.5 



* Excluding unemplojmient compensation. 

Source: Estimates prepared by ACIR .staff from data published by the Governments Division, U. S. Bureau of the Census, 
and U.S. Department of Agriculture. 
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ences: Ahuska and Louisiana have the extractive 
industry, and Delaware has corporations simply 
taking advantage of its cori)oration franchise 
and incorpoj'ation law. 

The relative decline in the impoi-Umce of busi- 
ness taxes can be attributed maijily to the con- 
certed efl'ort by legislators and policy-makei'S 
generally to cj'eate a favoi'able tax* image for 
economic and industrial development. Whether 
or not these attem])ts to maximize the atti*active- 
ness to business of the Suite's tax image have 
''paid off" is a question of some debate/'^ But, few 
would deny that unfavorable tax comparisons 
and/or taxes that are widely disliked because of 
their arbitrariness and unfairness may present 
obstacles to economic expansion. 

The rationale behind the issues of interstate 



competition for business location has been sum- 
marized as follows: 

"This tiwurenoss of ocoiiamic conipotitivi' oltVrls 
hfls become much nion? acuLo iii niccnt years. 
This is to be o.\|jocUid, for at least two ivnsons. 
First, the hjvol of State? and local taxe.*^, relative 
to the size of the nation's economy, has increased 
sharply; tax difrorentials which were iiu: on se- 
quential when the levels f»f taxation were low can 
he of renl consequence now. Second, th<' various 
parts of the country have heconie niun? alike eco- 
nomically and thus firms have a wider ranj^e of 
choice in thoir locational tlecli;ions. In some cases, 
especially within metropolitan areas, tax dilfer- 
entials can be amony: the only significant differ- 
ences. Moreover, a government concerned for 
economic development finds that lax policy is 
just al)0ut the ottly locational factor which local 
decision -makers can effect."" 



Trends In The Connecticut Economy 

The data presented in Tables B-3 to B-6 are economy since 1950. One of the most significant 
desig-ned to offer some insights, in terms of env points to be noted is the fact that employment 
ployment, on major trends in the Connecticut in Connecticut manufacturing (primarily in dura- 



TABLE B-3: 


Eluploymcnt in Connecticut, 


1971 










Percent 


Industry 


Employment* 


Composition 


Chanj^e From 


(000) 


Percent 


Prior Year 


All Private Non-agricultural Industries 


1,004.8 


100.0 


- 3.G9 


Contract Construction and Mining 


55.3 


5.5 


- 3.32 


Manufacturing 


400.9 


39.9 


-10.05 


Ordnance and Accessories 


8.9 


0.9 


-1L88 


Primary Metal Industries 


22.6 


2.2 


-11.37 


Fabricated Metal Products 


54.2 


5.4 


- 8.76 


Machinei-y (Except Electrical) 


52.7 


5.2 


-14.45 


Electrical Equipment and Supplies 


40.6 


4.0 


-10.57 


Transportation Equipment 


76.3 


7.6 


-13.00 


Instruments and Related Products 


18.2 


1.8 


-14.15 


Food and Kindred Products 


18.2 


1.3 


- 8.33 


Textile Mill Products 


12.8 


1.3 


- 1.54 


Apparel and Other Textile Products 


13.4 


1.3 


0.75 


Lumber and Furniture 


6.3 


0.6 


■ - 5.97 


Paper and Allied Products 


8.0 


0.8 


-12.09 


Printing- and Publishing 


19.3 


1.9 


- 1.03 


, Chemicals and Allied Products 


14.5 


1.4 


- 5.85 


Rubber and Plastic Products 


15.5 


1.5 


- 7.19 


Transportation 


26.5 


2.6 


- 2.57 


Communications and Utilities 


26.6 


2.6 


- 2.57 


Wholesale Trade 


49.4 


4.9 


- 0.80 


Retail Trade 


176.5 


17.6 


- 0.56 


Finance, Insurance and Real Estate 


76.6 


7.6 


3.51 


Insurance 


44.2 


4.4 


4.25 


Insurance Carriers 


39.0 


3.9 


5.98 


Services 


193.1 


19.2 


4.66 



*Excludes government employment. 



Source: Connecticut Department of Labor, Employment Security Division. 
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I'ABLF. B-5: Index of 


CoiiiUM'liriJt 






1 950-7 1 




Inditsdy 


11)50 


i<)fi() 






1970 


1971 


wOnlivif't rifinul t'lir't inn Jinfl MinSnir 


O.fjf) 




(1.72 


0.77 




i\ Oil 

l'.o2 


«M LltUifnfit 11 )*i nil' 


] ^.)() 




i.:m 


i.:^{i 


1 

1 .^o 


101 




1 0,72 


o (y> 


2.0S 


2.:m 


2.Ji"'i 


^.u5 


Prini!i>*\* Mrit!i) IlldiKt riiiu 


1 S)i) 


1 >>nf 


1.14 


1.08 


1 .OS 




I*'.'ilii*U':it f«fl Mptill Pi*(ifhi('l 


! J . 1 1 




2.27 


2.:i2 


O 1 A 




Alfifhinnrv ^ I'^VL'C'Dt KIf»rf I'lfn 1 1 






2.05 


1.80 


1 ^'i 
I . 1 <i 


I .()9 


I'j|(«c'lric'iil >ij i nino n 1 jitui SiiDnHf^ 


2. 15 


1 .17 


1.44 


1 :m 




1 0 1 


Tniiisjiortiition iMjU i pnioiil 


1 .00 


2.01 


2.S.1 


2.(i2 




0 7i 1 
^.0 1 


Tnsi I'll 111 nnt u ;ni(l liflntf^fl PtvidiifM 


li.or) 


•> 71 


2.50 


2.n<) 




0 < 0 


fJowolrv, Sil vorw'iii'o, and PIuUmI Ware 


7.82 


« 1 . t J J 


5.00 


4.03 


1 1 A 


rs / A 




o.;38 


ft .1*> 


O.'M 


0.44 


0.45 




'PoVtilrt Mill Pi'o(iiirt«5 

lUAllIt* 'III 1 1 1 J 1. i/i* i» I- I/O 


1 .no 




' 0.87 


0.79 


0.74 


0.77 




1 .28 


n ^,1 


0.fl9 


0.58 


[f.U'l 


C\ tzf7 

v.o ( 


IjUiT^ber I*'uriiiluro 


0.21 


0.<S2 


().;^5 


o.;^o 






Ptipcr iuui Alli'c'fl I'i'odiictis 


0.81 


0.7'l 


0.72 


0.7:^ 


li« ( 




Printiiil^ and PuMishiii^ 


0.87 


O.OG 


O.O'l 


0.99 


n OR 


1 


Cheiiiiculs and Allied Pi'oducts 


0.74 


O.Ol 


o.so 


0.70 




n 00 
u.oz 


Uiihber and PUustic Products 


2.79 


2.^1;^ 


2.01 


1.00 


1.0(} 


.1 .5;^ 


'^'i*ans|K)i-tati()n 


0.49 


0.51 


0.54 


0.55 


0.50 


N/A 


Coninuuiicatious and Utilities 


0.77 


0,82 


0.81 


0.82 


0.84 


N/A 


Wholesale Trade 


0.59 




0.04 


O.70 


0.7.'^ 


0.74 


Hotail Trado 


0.81 


0.84 


0.80 


0.87 


0.89 


0.90 


I'^inanco, Tiiaurance, and Real K.state 


1.08 


1.11 


1.08 


1.08 


1.12 


lac 


Tn,siu'iincc 


.1.79 


i.7;i 


1.70 


.1.74 


1.79 


N/A 


Insurance Carriers 


■1.98 


1,88 


1.88 


1.92 


1.90 


N/A 


Services 


0.80 


0.85 


' 0.85 


0.87 


0.88 


0.9,3 


Source: See Tabic B-4. 















TABLE B-6: PrivaloNon-Agri< iillural EmpioynieiU in Coiiiieclirul us a Percent of Private 
Noii-Agriciillural Eniplo) nient in the U. S. bv Iiuliistry, 1950-71 



Industry 



All Private Non-agricultural Industries 

Contract Const motion and Mininj^ 

Manufacturing 

. Ordnance and Accessories 
Primary Metal Industries 
Fabricated Metal Products 
Machinery (Except Electrical) 
Klectncal Equipmeiit & Supplies 
Transportation Kquipment 
Instruments & T^elatod Products 
Jewelry, Silvenvare, & Plated Ware 
Food & Kindred Prwlucts 
Textile Mill Products 
Apparel & Other Textile Products 
Lumber & Fumiture 
Paper & Allied Products 
PrintinpT & Publishing? 
Chen^icals & Allied Products 
Rubber & Plastic Products 

Transpoi-tation 

Communications and Utilities 
Wholesale Trade 
Retail Trade 

Finance^ Insurance, & Real Estate 

Insurance 

Insurance Carriers 
Services 



1950 


I960 


1905 


1968 


1969 


1970 


1971 


1.79 


1.79 


1.81 


1.82 


1.80 


1.80 . 


1.74 


1.17 


1.24 


■ 1.30 


J. 35 


1,38 


1.44 


1.43 


2.49 


2.-12 


2.41 


2.40 


2.34 


2.30 


2.15 


29.67 


3.04 


3.70 


4.14 


4,20 


4.17 


4.61 


2.67 


2.32 


2.07 


1.98 


1.94 


1.94 


1.85 


5.55 


4.23 


4.11 


4.08 


4.17 


4.30 


4.07 


4.77 


'1.22 


3.71 


3.43 


3.23 


3.12 


2.94 


3.84 


2.02 


2. GO 


2.51 


2.41 


2.36 


2.27 


1.90 


4.68 


5.14 


5.08 


4.71 


4.85 


4.36 


5,44 


4.85 


4.G3 


-1.63 


4.83 


4.62 


4.21 


13.94 


9.86 


9.19 


8.05 


8.27 


7.50 


N/A 


0.69 


0.75 


0.79 


0.80 


0,80 


0.81 


0.75 


2,68 


1.G7 


1.58 


i:40 


1.41 


1.33 


.1.33 


2,29 


1.50 


1.24 


1.07 


1.03 


0.97 


0.98 


0.38 


0.56 


0.64 


0.G3 


0,6^1 . 


0.65 


0.61 


1.44 


1.33 


1.30 


1.33 


1.32 


1.29 


1,16 


1.55 


1.71 


1.69 


1.77 


1.77 


1,76 


1.77 


1,33 


1.G3 


1.45 


1.35 


1,37 


1,46 


1.43 


4,98 


4.35 


3.G3 


2.96 


2.88 


2.88 


2,66 


0.88 


0.91 • 


0.97 


0.98 


0,98 


I.Ol ' 


N/A 


1.38 


1.47 


1.47 


1.50 


1.48 


1.50 


N/A 


1.06 


1.14 


1.17 


1.24 


1,26 


1.30 


1.28 


1,45 


1.50 


1.56 


1,56 


1.57 


1.60 


1.56 


1.92 


1.99 


1.96 


1.98 


1.94 


2.0^ 


2.02 


3,20 


3.10 


3.07 


3.16 


3.12 


3.2 


N/A 


3.53 


3.37 


3.39 


3.49 


3,45 


3.52 


N/A 


1.43 


1.51 


1.55 


1.56 


1.57 


1.59 


1,62 



Source: See Table B-4. 
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l)le i^mods inaiuifactiii'ing) has declintnl sLeadily 
over U)o last decade in terms oL* both, alhsoluto 
luimbei's and in lerins oC its sluii'e of the natiotud 
toUd. 'I'his reduction hius been cushioned some- 
what by more than a doubling in tlie sej-vicc- 
oriented incUisti'ios, particularly insui^ance. 

The highUirhLs of tliese emphjynieiit ti'ends can 
be summarized as follows: 

i. Private, non-at»-ricidtui-al employment in 
Connecticut declined almost ^1 between 
1970 aiid 1971. Manufacturing* \n total 
i-ecorded a 10^, r j-eduction in jobs. .Every 
type of manuractui'ing. (except a|}pa]-el and 
textiles) cotiti'ibuted to the job losses. The 
percentage reductions ranged from about 
J.% in printing and publishiuK to ovei' U^/r 
in the manui.'actuj-e of machinery and 
iiisti'uments. 

The largest single percentage ivcrca.^e in 
Connecticut private sector en)i)loyment op- 
portunities in 1971 over the i)rior year 
was i-ecoi'ded by insu trance companies — 
69> (Table J3^3). 

Only two private industi*ial sectors showed 
increases in employment in 1971, and both 
were in the service-!*elated areas — finance, 
insurance, and real estate and services 
(business, pi'ofessionah etc.) generally 
(Table . 



2. The most I'ocent Cmmcctieut emidoyment 
data continue the ti-ends begun as far liack 
as 19r)i.); namely, a gradual l)ut consistent 
reduction in tiie reliance (Ui manufacturing 
in tlio emplo\*nienl sti'ucturc of the St-;ite 
:\nd nation. In lOoO, (\)nnecticul nKinufac- 
turing accounted for jVI'r of all ]Mdvate- 
sector emi.)loyment; in 1971 less than '10'; 
of Connecticut's labor force was in manu- 
facturiiig (Table B-A). Over the same peri- 
(n\, Connecticut ii^sui'ance companies in- 
creased their rolatis'c share of total job 
opportunities l)y d 1 ' } — a i-ate substantially 
higher than that for the I'.S. as a whole 
(Table B-1). 

3. As a measure of State industrial emi^hasis, 
the index of hidusLrial Siiecialization is 
conjpnted as the ratio of percent of Stiite 
employment to pei'cent of national ernj)loy- 
ment. Again, manufacturing is being re- 
])laced by linancial sei-vices and particularly 
insurance as tlie major determinant of the 
striictuj-e of the State's economy. It has a 
larger tlian prn-nita share of the industry 
as a whole (Table B-5). Only manufactui- 
ing and financial services are sectors of 
State industrial specialixation. All other 
industries ai-e i)asically local market- 
oriented (Table B-5). 



Commission Projrvam 



General 

The Commission recognizes that the Connecti- 
cut economy is not I'ealizing its full potential. 
And while there is no necessary causal relation- 
ship between tax levels and economic growi^h, and 
no statistical association between the two has 
been estiiblished, few would deny that unfavora- 
ble tax comparisons present a hindi*ance to eco- 
nomic expansion. Just how much iTiay be gained 
in the effort to ari'est or reverse recent employ- 
ment trends in the Connecticut economy through 
reduction and structural reform in Connecticut's 
business taxes is uncertain ; that an improvement 
must come of such measures, however, is clear. 

The recommendnUons are intended to place 
Connecticut biisivesses on a competitive basis ivith 



other states ivith like (jrof/rapJu'c and/or eco- 
vomic environments, it is not the Comnn'ssioirs 
i]itent to recommend changes that will result 
in Connecticut businesses being taxed "lower'' 
than those in competitive states. The objective 
is to present business with an equUable and stable 
tax structure, which does not penalize investment 
irithin the State, 

It should be noted that while the Commissio7i 
has recommended an overall reduction of business 
taxes in Connecticut, it has also recognized that 
in specific areas Connecticut business should bear 
an additional share of the St^ite's j-evenue burden 
and can do so without mitigating our stated 
objectives. 

The ultiinate success of the program will be 
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niDtisui-ed i)y its ability to provide in Connecticut 
the ()[)i:H>rtuniiies for full eni|.}l()yinent, us well «as 
goneratin^^ additional roveiiiie to the State and 
local ^Lfovernnients by an expanded industrial base. 

The major factors whicli euuse Conneeticut 
business lax striu'tni'o to bo iiiK-vmpetitix'o with 
its neij^hbors deal mainly with what couhl be 
called investment tax'os. Specifically these include: 

/. Pcrsnaal ProjU'rly Tfi.rvH an Marliiuoy Hiid 

J, PerHO)}ul I^ropc)-ti/ Tax on Invculorlrs 

.>. S((lcs Tax ()}) Mdchincrif und E(i}{l])))ieni 

The (U'ca of (/reatrst cofirrni here is the 
jityrsofml property tax, which is hi^'her in Con- 
necticut than in any othei* com])aral)le State. 
For example, there is no tax on business ijerson- 
alty in New York and Pennsylvania aral relatively 
niinoi* amounts collected in the other New En^'- 
hiud states. At its present level and annual rate 
of increase in Connecticut, it constitutes a major 
obstacle and ])otential deterrent to capibd invest- 
n^ont. Despite its vahie to local units of g:ovei'n- 
ment as a revenue i)roducei-, the pi-opei'ty tax on 
machinery and equipment is opf)osed on gi-ounds 
of equity. In addition to the fact that e(iuit^d.>le 
and unifoi-m assessments are unattiiinable, the 
impact or the tax hears no relation to the volume 
or ])i*ofitabi]ity of business. In pursuit of its ob- 
jective to distribute moi-e of the burden of busi- 
ness taxes fi-om costs to profits and f}'om taxes 
that impede pi^og-re.ss and exparsion particularly 
of industrial activity, the Commission recommends 
immediate repeal of the local property tax on new 
purchiises of machinei-y and equipment, furniture 
and fixtures, and all other personal property ex- 
cept motor vehicles, rolling stock of contractors, 
airplanes, and the personal property of public 
service companies. 

The revenue loss experienced by the local units 
of go^'ernment from rei^eal of the local tax on 
machinery, equipment, and other business per- 
sonal property will be an estimated $7 million 
ttie first year with a $7 million annual increase 
during the 10 years of implementation. The 
Comniission recognizes the difficulties associated 
with the revenue loss to local units, but it believes 
the positive effects of the whole Commission re- 
fonn package, including recommending increased 



assistance to tliese units, will nnu'c than com[»en- 
sato IVm' ibe loss." 

The tax on inventories is currenll\' in llio ])ro- 
coss of l)oin;i' phased out (by for manufac- 

lurei's and by 11)8- foi* relailci's and wlu^losalors) , 
The Cotnmission recommends (he continuance of 
this phase-out pro.uram. 

Connociicut alsii presently im])oses a 7^ "pon- 
;dty" excise on the |iurchaso and use of maniifac- 
turinj^' and rai'niin<>' macliiuery and cciuipmont 
in the State in the form of the retail sales tax. 
The Conunission can find no justirK'aiion either in 
the undei'lyin<^' J'ationale of the sales tax oi- in 
the revenue jj,'aincd from extending' the sales tax 
to the |)urchase l)y tuisiness of machinery and 
et[uipment to warrant continuation of the present 
practice. It too rein'esents an additional "fixed" 
investment cost that nnist be borne bv* industry 
e\'en before in'oductivc oi^erations bcji'in. 

Since this tax has a i:>articulai-ly inhibiting* ef- 
fect on cai>itai in\'estment decisions within the 
State and represents a deterrent to business 
gi-o\vth and increased enii^loyment, the Conunis- 
sion I'ecommends its repeal. To reduce the initial 
revenue loss impact it is recommended that this 
repeal be elTected in two slaves; reduction 
elVective July 1, and (he balance elfectively 

eliminated by July 1, U>7(>, 

^Corporate Business Tax on Income 

Connecticut's cori)orate net income tax rates 
among the higliest among- the states. The Com- 
mission does not consider it necessary,, however, 
to reduce the tax rate to remain competitive with 
other states, in view of the balance established 
l)y its other reconnnendations. 

It is recommended that business he permitted 
to carry forward operating and capital losses 
against future profits. The carryforward ])eriods 
would conform to the Federal law. While Fedei'al 
law also pei'mits the carr^'back of certain losses, 
the Commission feels that the ''predictability'' re- 
quirement for State revenues mitigates against 
adoption of the carrybacks for State purposes. 
The Commission; ^'ccommends that consolidated 
corporate income tax returns should be permitted 
by Connecticut if they are filed for Federal tax 
purposes, and if they follow the Federal consoli- 
dated return rules. In today's expanding multiple 
corporation environment, the necessity of i^repar- 
ing" and filing multiple income tax returns for dif- 
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ferent companies o})erating- in fact a.s a single 
economic entity has become a substantial adminis- 
ti-ative burden. 

In addition to placing? Connecticut cor]:)orations 
on a more equally competitive basis, tlie adoption 
of these recommendations should s])ecifkally en- 
courage nciu location decisions — new businesses 
often operate at a loss in initial periods and are 
understandably discouraged by the prosjiect of 
paying t'lxes on profits of one year but i-eceiving 
no recognition of losses of another year. It is 
necessai-y to provide for this avei-aging- of earn- 
ing':^.. in cyclical situations. 



Deduction For Jiileresl Paid 

Connecticut cori^oi^ations are also burdened by 
a provision unique in state income tax laws — the 
disallowance as a business exjiense of a deduction 
of part of the interest paid. The Legislature has 
recognized the disci'iminatory natui'e of the i)ro- 
vision by providing for its elimination as to cor- 
])orations other than banks in 1974 and financial 
institutions in 1976 through graduated stages. 

While acknowledging the present and continu- 
ing unfaimess of this rule in denying a deduction 
for a specific and necessary business expense, the 
Commission is not recommending a change in the 
scheduled phase-out periods due to their short 
durations. The Commission recommends, how- 
ever, that this phase-out period not be lengthened. 

Mininiiim AUernalive Tax 

Connecticut's" minimum alternative 4 mill cai^i- 
tal tax applies where tlie amount calculated ex- 
ceeds the normal corpoi'ate net income tax lia- 
bility. The minimum alteimative base for compu- 
tation purposes includes both net worth (capital) 
of a corporation and its debt. Thus, the tax ad- 
versely affects those con^orations which, if they 
are to expand their operations, must borrow out- 
side capital, and/or tliose corporations in a loss 
position (often in the initial years of operations). 
No other state has such a burdensome tax. For 
these reasons the Commission is recommending 
that the minimum alternative tax be repealed. 

The Commission believes" however, that all cor- 
porations doing business within tlie State should 
pay a minimum tax for the privilege of doing 
business and for the use of State services. It, 



therefore, recommends the adoption of an altema- 
Hve franchise tax along the lines of the Delaware 
statute, based on issued and outstanding shares. 

The tax would ai.)ply only if the liability exceeded 
tlie corporate net income tax. The rate schedule 
would be substantially lowei- than the i.u-esent 
altei^native tax on capital and debt and would thus 
minimize its inequiUible and disci'iminatoiy fea- 
tures. The range of tlie tax would vary from a 
minimum of $45 to a])proximately $100,000 for 
the largest corporations oi^erating in the State. 

The Commission recommendation does not ap- 
l)ly to the minimum alternative tax calculation of 
two s])eciHlized industries. First, investment 
funds which are given s])ecial status under the 
U.S. Internal Revenue Code are provided limita- 
tions under present Connecticut law which should 
not be disturbed. Other states, recognizing the 
unique status of these investment funds, also pro- 
vide special limitations. Secondly, banks and 
other linancial corporations (as defined in Sec. 
12-219, General Statutes), are liable for an alter- 
native revenue based on interest and dividends 
])aid or credited. 

We liave been furnished information that this 
alternative tax may create .substantial adverse 
financial effects on many savings institutions with- 
in tlie immediate future. As discussed subse- 
quently under ''Areas for Additional Study" the 
Commission recommends immediate review of 
special industries as to possible tax inequities — 
financial corpoi'ations are specifically mentioned in 
this regard. This problem, in particular, would 
appear urgent enough for the Legislature to 
address at the next session. Possible approaches 
to the minimum alternative tax include a reduc- 
tion from the present rate oi* a calculation of 
tlie tax based on net worth of financial insti- 
tutions. 

Insiirance Companies — Phifse-Oul of 
Ifnteresl aii<l Dividends Tax 

Domestic insurance comiDanies have been sub- 
ject to two taxes which discriminate against do- 
mestic insurance companies: a SY^% tax on in- 
terest and dividends which is scheduled to be re- 
duced to 2%% on July 1, 1973 and to expire on 
December 31, 1973, and a tax on insurance pre- 
miums of to %% higher than the 2% paid by 
out-of-state insurance carriers on Connecticut 
business ; the ])remium tax is due to be equalized 
on all net limit premiums at the 2% rate on July 
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1, l'973. The Commission has noted the tendency 
of some Connecticut insurance comi^anies to lo- 
cate facilities and home office o])erations in other 
states and to form subsidiaries domiciled in other 
states. In order to encourag'e Connecticut insur- 
ance companies to- expand in Connecticut and to 
l)rovide jobs for Connecticut citizens, the Com- 
mission favors the existing iegisiation which pro- 
vides that the interest and. dividend tax shall ex- 
pire after December 31, and the premium 
tax for domestic and foreij?n insurance companies 
will be equalized at 2% on July 1, 1973, ' 



Insurance Industry Under Cori>orale 
Income Tax 

There is presently no provision for income tax- 
ation of insurance companies after the elimina- 
tion of the interest and dividend tax in 1973, 

It is recommended that insurance companies 
be made subject to the corporation nol income 
tax provisions of the Connecticut corporation 
business (ax and, for the reasons set forth above, 
taxes which discriminate ag*ainst domestic insur- 
ance companies be avoided in the future. 



Summary of Business Tax Reforms 

The Commission's specific tax recommenda- tax burdens on business (on an annual basis) as 
tions in tlie initial years of enactment would re- compared with its tax burdens under the taxes 
suit in the following increases and decreases in currently (1972) in effect: 



Annual Increase ( + ) or Decrease ( — ) 
Hecommended Tax Change In Tax Liability (in millions) 

Chang'e at local level 
Personal Property Tax 

Initial reduction of tax on new manufacturing 
and farming machinery and equipment — $ 7:0 

Change at State level 
Corporation Business Tax 

Full use of Federal loss carryforward and use of Fedei'al consolidated returns — 3.0 

Repeal minimum alternative capital tax — 10,0 

Adopt minimum alternative franchise tax + 5,0 

Impose net income tax on insurance companies + 7.0 

Sale and Use Tax 

Initial reduction of tax on purchases of machinery and equipment to 50% (assuming 

7% rate) — 20,0 

Total Net Change at State Level — $2L0 



Areas For Additional Study 



The Commission's business tax refomi program 
does not purport to have* treated the subject of 
Connecticut State-local business taxation exhaus- 
tively; however, it is believed the program will 
succeed in pursuing a reasonable pattem for re- 



vision in line with the Commission's guiding prin- 
ciples. The application of these principles to areas 
not specifically dealt with directly should be clear. 
Any further revision must be tested against the 
following standards : 
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1. Do they develop the incentives and condi- 
tions for the expansion of economic activity 
in the State, and do they maintain a com- 

■ petitive ])osition with respect to other 
States, to retain and, attract economically 
desirable enteri)nses that have freedom of 
choice as to where they will locate? 

2. Do they fairly allocate the tax responsibility 
between business and individuals? 

3. Do they meet the test of efficient adminis- 
tration and effective enforcement? 

The Commission has compiled infomatlon and 
has heard testimony as to Connecticut's taxation 
of many special industries. However, it has de- 
cided not to recommend special consideration for 
these industries at this time. One of the reasons 
is that the general business tax relief recommend- 
ed in the report will be of assistance to all Con- 
necticut industries. The Commission recognizes 
that discriminatory tax provisions affect certain 
industries and may have an adverse effect on the 
economic well being of the State. But, taxes im- 
posed on special industries often reflect non-rev- 
enue objectives which must be considered apart 
from the tax aspects. The Commission hopes that 
thorough studies can be made in the near future 
and appropriate action taken, where it is equitable 
from the standpoint of the State's business tax 
goals. 

Three industries for which intensive studies 
would appear necessary and appropriate are 
banks, utilities, and transportation: 

Financial Corporations— A study of the relative 
tax burden of this Connecticut industry is par- 
ticularly difficult because of (1) the different ways 
in which the various states tax banks, and (2) the 
differential effects of Connecticut's rules on com- 
mercial banks, mutual savings banks and savings 
and loan associations. In addition, the historical 
and competitive differences of these three major 
segments of the financial industiy appear to be in 
a period of substantial changes which should prob- 
ably have a significant impact on the design of 
any new tax program. As previously noted, the 
"interest add-back" feature of Connecticut's cor- 
porate income tax law is phasing out, with obvious 
favorable implications for banking institutions. 

Public Utilities — Connecticut utilities are cur- 
rently subject to the corporate income tax and a 



gi^oss eai-nings tax; in addition, the consumer in 
some instances ])ays the regular 7% sales tax on 
utilities services. The gross receipts tax, while 
paid by the utility, is in efi-ect i)assed on to the 
consumer, and when added to the retail sales tax, 
often results in a '\sales" tax of 12^h or 13%, 
While many other states tax utilities in the same 
manner (i.e., cori)orate income tax. gross recei])ts 
tax and sales tax) the 12% or 13 9r levels ai)pear 
to be iiigh when compared to other states. 

Transportation — Certain segments of the 
transportation industry (which includes air, bus, 
train, truck, water transport, etc.) have varied and 
serious problems, of which tax burdens are only 
one element, The day-to-day crisis involving com- 
muter services of railways and bus companies is 
only one example. Again, any tax stud^^ must in- 
con:>orate many non-tax issues as to each segment 
of industry. It should be noted, however, that an 
adequate transportation system and com])etitive 
freight rates do play an important i}art in the 
economic well-being of Connecticut. 

Unincorporated Business — The Commission 
recognizes that an inequality of tax treatment 
currently exists between incon:)orated and unin- 
corporated businesses (or their owners) in Con- 
necticut, Since con^orations are subject to the 
Connecticut business tax, unincoiporated firms 
free from a comparable cost gain a competitive 
advantage. Although the in'imary issue in re- 
viewing the question of an unincorjDorated busi- 
ness tax for Connecticut is equality or impartiali- 
ty of tax treatment, administrative and compli- 
ance considerations are ])articularly significant. 
Only three major sub-national government units 
impose a net income tax on unincorporated busi- 
nesses (the State and City of New York and the 
District of Columbia) and these with varying de- 
grees of success. In all three cases, either selected 
or all professions are excluded from the tax. More- 
over, in practice, because of tlie vagueness of the 
tenii ''profession," virtually all personal sei^vice 
entei^H-ises are not on the tax rolls.. Finally, to 
accommodate small businesses, a specific dollar 
exemption is nonnally granted. In sum, experi- 
ence elsewhere with unincorporated business taxes 
does not pix)vide much insight for a serious con- 
sideration of this important issue. Though in- 
tended to remove one inequality, the tax has fre- 
quently generated other discriminatory effects, 
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with little offset in the way of revenues. These 
and related problems need to be carefully exi:)lored 
before recommendations can be made. As in 
other areas, simultaneous achievement of the 
major objectives of business tax i^olicy are often 



in conflict, in the sense that movement in the di- 
rection of one means that anothei* will be achieved 
less adequately, if at all. The ap);)ro))riate assign- 
ment of priorities to each of these objectives 
comes only after intensive review and evahiation. 
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APPENDIX 
Dissent of Robert O. Harvey 



The Commission recommends for non-financial 
corporations the replacement of the minimum al- 
ternative four mill tax on cai)ital with a minimum 
alternative franchise tax measured by authorized 
corporate shares. The Commission has not pro- 
posed an alternative plan for commercial banks, 
savings banks, and savings and loan associations. 
The Commission has, however, urged the legisla- 
ture to revise the present minimum alternative 
tax for financial institutions and to do so as 
quickly as possible. 

Financial institutions have not yet been called 
upon to pay the minimum alternative tax. How- 
ever, impending national regulatory changes will 
alter the competitive positions among commercial 
bunks, savings banks, and savings and loan asso- 
ciations so that the savings institutions will have 
a higher probability of paying the minimum 
alternative tax. The present minimum alternative 
tax is less serious for commercial banks than for 



savings banks and savings and loan associations 
because of the vastly greater ))rofitability of com- 
mercial banks. 

.If financial institutions were in a i)osition to 
have to |xiy the present alternative tax, they 
(especially savings banks and savings and loan 
associations) would be subjected to substantial 
2'eductions in net woii;h. It is estimated that a 
savings and loan association with no net income 
subject to the state corporate income tax would, 
under the i^resent formula, pay a tax amounting 
to 25%-3Sy:^% of its sunMus and undivided profits, 
the only unencumbered accounts to which the tax 
could be charged. The tax, if operative, would re- 
sult in serious impaij'ment of tlie financial insti- 
tutions affected and conceivably result in their 
demise. 

The matter is of such seriousness and urgency 
that 1 dissent from the Commission's not advo- 
cating a specific alternative to the present tax. 
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PART C 

Procedural Reform 



Introduction 



Until now, Diere lias never been an attempt 
made to examine all Connecticut's substantive and 
procedural tax provisions. Other imrts of this 
Report recommend major ])olicy changes in tlie 
substantive tax laws of Connecticut.' The study 
upon which this pai-t of the Report is based, be- 
sides covering: procedure and administration, 
also examined the organization of Connecticut's 
tax laws, 

The administi'ative and procedural tax statutes 
are confusing?, contradictory, and instead of being 
improved by the newly enacted AdniinLstrative 
Procedure Act, were made worse by it. Taxpayers' 
rights of appeal, both within the Tax Department 
and in the courts, are confusing and difficult to 
follow. The ability of the State Tax Commissioner 
to collect taxes to which Connecticut is legally 
entitled is seriously impaired by unsatisfactory 
lien powers. 



Connecticut's tax system could be made to 
function more ediciently and fairly. It sliould be 
redesigned so that moi-e of tlie taxes to which the 
State is legally entitled could be collected at a 
lower cost. In addition, clear ])i-ocedurcs should 
be established for taxi)ayers to have prompt and 
inexpensive oppoi'tunitics to be heard wJien they 
disagree with tlie application of the tax law to 
their particular situation. 

The necessary reforms to accom])lish tliese im- 
provements include collecting all tax statutes into 
Title 12 and reorganizing them into a Connecticut 
Revenue Code, eliminating conflicting pi'ovisions, 
])roviding for clear, informal and simple api)ellate 
procedures, ap])ointing a Chief Counsel in the 
Tax Department to handle all of its legal woi-k, 
and creating a Tax Policy and Advisory Group 
to be available on a continuing basis to make 
recommendations to the Legislature foi^ futui'e 
changes in the State's tax structure. 



Findings 



1, Deficient Tax Procedure — Uniform Admin- 
istrative Procedure Act. 

The Commission finds that the administration 
and collection of most Connecticut taxes is ham- 
pered by poorly organized and drafted staUiteSy 
combined ivith outmoded and conflicting proce- 
dure. As each tax was enacted, it was accom- 
panied by a new and often unique set of proce- 
dural rules: They dealt with assessment, admin- 
istrative and judicial appeals, enforcement, liens, 
and penalties. The provisions, especially those 
dealing with taxpayers' rights of appeal, are 
sometimes incomplete and confusing Courts have, 
however, required sti'ict compliance with their 
t€i*ms. This leads to potential inequities in tax- 
payer appeals. 

If papers filed in an appeal from a decision of 
the Tax Commissioner do not confomi with the 
statutes, and are therefore declared improper by 
the court, the taxpayer's time to appeal may have 
expired. The courts have held in such cases that 
he has no further right of appeal. There have 
been unfortunate instances were technical disfects 



in an appeal, often caused by vague stiitutory 
provisions, deprived a taxpayei- of the op]:)ortunity 
for a hearing of his ajipeal on its merits. 

The Commission finds that these conflicts and 
inconsistencies rvere not adequately resolved by 
the newly adopted Uniform Administrative Pro- 
cednre Act^^ This Act was designed to ])rovide a 
single procedure for appeal from any adminis- 
trative decision, but it has created even more 
confusion. The Act does not clearly indicate 
whether existing procedural provisions were re~ 
pealed. Its passage was followed by reenactment 
of specific State tax statutes. These included cer- 
tain procedurar provisions inconsistent with the 
Administrative Procedure Act. 

2, Inadequate Lien Rights. 

The Commission finds that the State Tax Com- 
missioner is hamper^ed in collecting delinqnent 
State taxes, because of inadequate lien rights. 
The State of Connecticut has no lien rights for 
the collection of cigarette, gasoline, special fuel, 
motor carrier road, admissions, and club dues 
taxes. Where lien rights do exist, in most in- 
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.stances they attacli only to real estate and in 
j)ractice are not an effective means of collecting 
delinquent taxes. 

This antiquated system of lien rig*hts ] places 
Connecticut far behind other states in protecting 
its vested interest in collecting overdue or delin- 
quent taxes. See Appendix A for a Summary of 
Liens for State Tuxes in Connecticut. 

3. Death taxes. 

The Comviission finds that the only exceptions 
to deficient administmtive procedural provisions 
are the succession and estate taxes. Major changes 
in theii* pi-ocedure were recently enacted.-' Accel- 
erated filing and payment provisions affect estates 
of persons dying after July 1, 1971, while the 
procedural reforms are applicable to the collection 
of tliese taxes fi-om estates of pei'sons dying after 
December 31, 1971. 



The clianges liave not been in force long enougli 
to determine how effective tliey will he. But the 
revisions were carefully considered Ijy the State 
Tax Commissioner, the Probate Assemlily. mem- 
bers of the Bar, and tiie banks. Tiiey are expected 
to make deatli tax collection and administration 
more eflicienl, overcoming problems tliai pi'cvi- 
ously existed. Nevertheless, tliei-e is still some 
uncertainty as to applicable i)rocedure, since tlie 
Administrative ProcecUire Act appears to ai^ply 
to all State tax pi'oceedings, and its provisions 
are inconsistent with the newly ad(iptod succes- 
sion tax proceckire. 

The Coyjwiission fivds that bemuse of their 
close association -with the probate process, death- 
taxes continue to re<iuire different coUcction. pro- 
visions than the 25 other State taxes :^ 



Recommeiulalions 



The Commission recommends that: 

J , All tax Imvs he reorganized into a Connecti- 
cut Revenue Code, 

Title 12 of the General Statutes, dealing with 
Taxation and other Revenue Sources, should be 
completely revised and compiled into a compre- 
hensive Connecticut Revenue Code, containing a 
logical, and ordei-ly arrangement of all substantive 
and procedural tax statutes, wherever they now 
appear. 

2, Conflicts in the tax statutes, inclndinf} con- 
flicting provisions as to court jiirisdiction, be 
eliminated and that the State Tax Commissioner 
he exempted from the Administrative Proeednre 
Act 

Conflicts between the present tax jn'ocedure, 
the new Unifonn Administrative Procedure Act, 
and other laws should be eliminated. While a 
number of the Administrative Procedure Act's 
concepts can be used in the Connecticut Revenue 
Code, the provisions of the Act are too general to 
deal effectively with taxation. 

3. Tax procedure and admi7iistratio7h for all 
taxes administered by the State Tax Commission- 
er, except death taxes, shotdd be as^ uniform as 
practicable and that a procedure for issuinrj 
rulings to taxpayers be set up in the Tax De- 
partme7}t, 

A part of the recommended Connecticut Reve- 
nue Code should consist of internally consistent 



procedure and administration sections, with ade- 
quate lien provisions and a clear, infoi'mal, and 
simple method of taking administrative appeals 
in the tax department. 

4. A study be made of the possible need- for a 
State Tax Court. 

5. Appeals in tax and condeynnation valuation 
disputes be referred to referees, wiihoui short 
calendar hearings in the courts, and that the re- 
quirement that tax litigation be begun by a sheriff 
serving process be eliminated. 

6. A Chief Counsel to the State Tax Commis- 
sioner be appointed by the Commissioner. 

The Chief Counsel and his staff of attorneys 
(consisting initially of the one or two attorneys 
in the Attorney General's ofllce who do tax work, 
an attorney in the Tax Department and its re- 
search section in an expanded fom) would take 
over all tax work done by the Attorney General. 
They would: conduct all tax litigation (except 
death and property tax appeals), review all tax 
regulations before they are issued, advise the 
State Tax Commissioner or his d'elegate as to tlie 
hazards and costs of litigating a given issue, issue 
written opinions to the State Tax Commissioner 
upon his w^ritten request, and review rulings to 
be issued to taxpayers by the State Tax Commis- 
sioner. 

/. Penalties for failure to file, filing a' return 
late, or paying a tax late, shoidd be uniform. 
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Thei'e should l)e no penalties for a deficiency 
oxcer)t Tor one resiiltin^i: from the fiHng of a false, 
fraudulent, or ne^JcHg'ently jireparcd i*eturn or for 
fiiihn*e to file a timely return. Tlie Coinmis.sioner 
should have discretion to waive all or any portion 
of u penalty, according to standards prescribed by 
regulations. The desirability of changinp; criminal 
tax sanctions should be studied. 

S. Iviercst should be at the same 7nte on both 
cUificicvcies avd rrfiinds. 

The Co?nmissionei* sliouid be requii'ed to rec- 
ommend to the Legislature, befoi'e each annual 
session, whether or not this rate should be ad- 
justed upward or downwai-d. 

0. Auditing procedures of the State Tax Com- 
7nissio7ier should be made more efficient ai^d pro- 
d.uctive avd he shonld be perinitted to retain a 
computer in his department. 

A sales tax audit selection system, similar to 
that used by Califoi*nia, sliould be establislied. The 
staff of the Computation Section, under the First 
Assistant State Tax Commissioner for Inlieritance 
Taxes, should i)e exiianded so as to eliminate the 
costly delays (running to 4 or more 'months at 



])resent) in obtaining fmal computations of inheri- 
tance taxes. 

A revolvijig audit fund should be ci-eated to 
receive all additional assessments. |)ay out refunds 
and lure additional auditoi's. so that audit in-o- 
grams may be expanded or contracted depending 
uiijon theii* relative productivity, without request- 
ing new appropriations. Taxpayers as well as the 
State Tax Commissioner should be authoiMzed to 
I'ound off all figures to the nearest dollar, to save 
internal processing costs. 

10. That a Tax Policy avd Ad.visory Group be 
created, consistinr; of tax practitioners, tax ad- 
ministrators, and disiinfjnished 1-ay citizens, re- 
sponsible for reportinfj on changing revenue 
needs, recomniendivg neiv tax legislation^ and. 
drafting bills. 

J 7. That refunds be made directly by the 
State Tax Covimissioncry without the cumbersome 
procedure of ha'Ving them certified and paid by 
the Comptroller. 

]2. That the sales and use tax be called by 
tliat name in the statutes. 



Codification of the State's Tax Laws Into A Connecticut 

Revenue Code 



This portion of the Commission's report is pri- 
marily concei^ned with procedural and adminis- 
trative matters. It recommends major revisions 
in tax procedure, including a logical rean-ange- 
nient of all tax procedure statutes. Major substan- 
tive amendments, recommended elsewhere by the 
Commission, together with the procedural changes 
recommended here, should be compiled along with 
all other tax laws into a Connecticut Revenue 
Code. This should cover all State taxes, including 
death taxes and local i)]*opeii:y taxes. But the 
latter should continue to be administered by the 
towns. 



Some Problems Caused by the 

Capital Gains and Dividends Tax 

Conflicts between the Administrative Procedure 
Act and the Capital Gains and Dividends Tax 
exist over procedure in tax disputes. It is not 
clear which law sliould prevail. The Administra- 



Such a code would be a revision and reorganiza- 
tion of the present Title 12 of the Connecticut Gen- 
eral Statutes. It should be published in looseleaf 
form, with periodic supplements and revisions, 
both during and immediately after each legislative 
session. The binder containing it could also con- 
tain regulations, regularly supplemented as they 
are revised by the State Tax Commissioner. 
Annotations of court decisions, Chief Counsel's 
ojMnions, rulings and pertinent law review articles 
could also be included, along with histories of re- 
])ealed and amended sections, plus cross references 
and an index. 



Administrative Procedure Act 

tive Procedure Act was approved July 15, 1971, to 
take effect January 1, 1972. Section 20 repealed 
all iDrovisions in the General Statutes inconsistent 
with the Act. However, the Capital Gains and 
Dividends Tax^ was enacted August 23, 1971, 
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odVctivo Aiij^nist IT), 11)71. This was aftcM' passa^'o 
of the A(hiiinistrativo Pi*(»co(hiro Act, l)ut Ijoforo 
tho Inttcjr's ofrective date. 

W'lieii a capital j^'ains or diN'ideiids tax ivfund 
claim is denied, it is not deal* whether or not a 
hearinji* is recpiired. Section 12-521 of the tax 
hiw provides for an appeal from the State Tax 
Commissioner to [\w Ilai'tfoi'd County Superior 
Court, while Section '1-1815(1)) of the Administra- 
tive Procedure Act requires use of the Court of 
Couinion IMeas. Additional confusion is caused 
hy a sentence in Section 'l-lSlUa) which says that 
the judicial i*eview available umli^r othei* laws is 
not limited hy the Act. Does this mean that a 
taxpayer may choose his forum? Neither the 
Court Reor^ranization Act of the li)71 Lepfislatui'e^' 
nor the technical amendments made to it, when 
the 11)72 Legislature tried to remedy some of its 
inconsistencies, cleared up this j^roblem.' 

Miscellaneous Inconsistent Tax Appeals Laws 

The forum for appeals undei* section 12-511 of 
the Admissions and Club Dues Tax was chan^red 
from the Superior to the Common Pleas Court, 
effective Sei>teml)er 1, li)72. Section 12-2()8(i) of 
the tax law also now i*equii*es that a|)|)eals in util- 
ity tax cases be made to the Court of Comnlon 
Pleas instead of the Sui>ei*ior Coui't. But section 
12-312 still i)ermits ai)i)eals in ci^'ai'ctte tax dis- 
putes to be made to the Superior Court, althou^^h 
cor])orntion'^, pfasoline", insurance^'*, and sales 
taxes" are all ap])eala))le to the Couil of Common 
Pleas. See A]:)i:)endix B for Chart, Summary of 
A])peals Procedui'cs foi* Tax])ayers othei- than Ai)- 
|)eals under the Administrative Procedui'e Act. 

The Sales Tax 

The sales tax, the State's largest revenue 
soui'ce, produced $358.6 million in fiscal 1972. 
About 70,000 retailers hold sales tax ])ermits; re- 
tui'ns fi'om them ai*e due quarterly, followed by 
payment at the end of the month following* each 
quarter. There are about 3,500 delinquent sales 
tax i)ayments each quartei\ One of the mo^t ef- 
fective collection methods is the threat to suspend 
a delinquent taxpayer's pei*mit to continue in busi- 
ness. 

The present procedure foi* suspending or re- 
voking a sales tax pemiit, under section 12-409(6) , 
where a retailer fails tc pay over the tax, is theo- 
2*etically affected by the Administrative Piwedure 
Act. The lattei' has set up certain ovei'lap])ing 



pi'oceduivs, princi|)ally dealing with n<)iilicalion 
reijuiivmenls/^' which could re.sull i)) delayb)g cob 
lection of sales taxes alivady paid to a delimiuent 
I'etailei* by his customers. The longiM* the delay, 
the greater tlie possibility lliat tlie itaidxruptcy m* 
removal from the jurisdiction of thi» iviailer coidd 
place collection of some of these taxes in Jeopardy. 

Previously, out of the approximate ll.Hoo delin- 
(luent sales taxpayers each quarter, only al»out 
ISO luwe been tlu'eatened witli suspension of their 
permits. Only about 30 of these have actually 
had their pei'mits suspended. It would be utiwise 
to pernu't the Admitiistrative Procedure Act to 
create additional .'ollection pi'oblems, since there 
is a large i)otential/ revenue loss involved. In fiscal 
1!)()9, 257 accounts amounting to $2(5 1,899. 37 were 
written oil', 93 accounts amounting lo $lli6, lon..l2 
in fiscal 1970. and 16 accounts amounting to 
$83,181.91 in liscal 1971. Although there has been 
a noticeable improvement, the higher current 
rate of the sales tax will inevitai)ly result in a 
future rise in these figures, 

Ci^arete<»s im<l Li(Hior 

Similai* problems, albeit of lesser magnitude, 
exist with cigarette tax licenses (in policing con- 
traband sales )and licpior dealers' licenses (with 
respect to the payment of liqu(n* taxes). 

Jeopardy Assessments 

The seldom-used section 12-^117 jeopardy assess- 
ment procedure is designed to enable the Commis- 
sioner to make an immediate assessment of any 
tax where be believes its collection will be jeoi)ar" 
dized by delay. This a])])eai*s to conflict with the 
section 4-177 contested case hearing procedure of 
the Administrative Procedure Act. 

Great Public Interest in Tax Proeedure 

Tlie rollertio)} of taxes and the procedure}^ con- 
cernivu them are of (jreater public interest than 
many other adviinistrative procedures. They are 
also sufficiently uniqur so as to justify procedure 
specially desi(jned. to de(d with tax collections, 
rather than trying to bend tux collection v)roce- 
dures to fit in the mold of i)rocedure generally 
applicable to other agencies. 

Of the 14 states and the District of Columbia 
that have ado])ted the Uniform Administrative 
Procedure Act or similar laws/** 4 of them exempt 
the Tax Department fx-om that statute^'^ and 2 of 
them do not ap])ly it to appeal procedures.^'''' 
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The Stale Tax Commissioner should he exempt- 
ed from the Adminislrnlive Procedure Acl. Hul a 
comprehensive and uniform lax procedure code 
should he enacted instead. S(»nie pi'ovisioiis would 
reseuiblo poilions of the A(lmiuistrati\*e Pi'ocoduro 
Act. Codifying- and unifyiiiK lax pi'ocodui'o in a 
consisloul manner will protect laxpayei\s hy clear- 
ly settin^i* (ovih lhc\r ()l>li<>-atioiis and duties and 
l)y c.stal)lisliin^- a siin])le pi'ocedure foi* api)eal 
from any decision made at any level of the tax 
departnienf. It will also facilitate the collection 
of taxes by the State of Connecticut. 

Con diet iti<>; Provisions 

Ai)art fi'oni i)i-oblems caused by the Adminis- 
trative Pi'ocedure Act, there are viatiy ronjlirihi(} 
and inronsistcfii prorrdnrdl mid admifn'strntive 
provifiioHs in the tax /a/cs. For example, all funds 
received by the Tax Commissionei' fi'oni the cor- 
poration business lax ai-e to be recoi'ded with the 
Comi)ti*oller and deposited daily with the Slate 
Treasui'ei*.^'"' P>ut this depositary i-equirement ap- 
|>ears to stand by itself, since thei'e is ai>pai-cntly 
no com|)ui-able i)i'ovision tjfovei'ninji,* other taxes. 

Some of the tax laws g-ive the Commissionei 
i)o\ver to conduct any inquiry, investift'ation or 
heai'in^^, take sworn testimony. sub])oena wit- 
nesses, and require the production of books, i)a- 
|)ers and pertinent documents. Other statutes do 
not specifically have these ])ro visions. Not all of 
the State's tax laws impose liabihty on a i)urchas- 
er of a business to insure that all of the seller's 
tax liabilities are met or that a suflicient amount 
be withheld from the i)urchase ])rice to meet them. 

Some i)rocedural provisions specify a number 
of days within which the Commissioner or the 
taxpayer must take certain action, while others 
use vague language such as "foi-thwith," "as soon 
as practicable," etc. In some cases, the Tax Com- 
missioner is permitted to issue rules and regula- 
tions for a given tax,'^ while other tax laws are 
silent on this point. Some tax lav/s provide for a 
lien, while others do not. Even Section 12-35, the 
general tax collection statute, has no lien pro- 
vision. 

This section gives the State agency responsible 
for collecting a particular tax the power to add 
such j)enalty or interest or both, as^prescibed by 
law, if the tax is not i)aid within 30 days from its 



due date. lntei*est shall not be less than lhi*ee- 
(piartei's of \[f per Uionlli (except under (he in- 
heritance lax), but if there is no specitic statutory 
penalty, one in the amount of lO'^r of the whole 
or such part of the principal of the tax as i.s un- 
pairl nuiy be added. If no intei'est is specified, in- 
lei'est at the I'ate of 1 ' '( of the whole or such pai*t 
of the principal of the tax as is unpaid for each 
month 01' fi'action thereof may be added. 

These overriding interest and i)eualty pi'ovi- 
sions exemi)lify the way the tax laws have been 
enacted piecemeal, fre(iuently luwriedly copied 
from the laws of another sUite during the close 
of our legislative sessions. As a result, Connecti- 
rnt's t((X system is essoitialiy av. overlay of nv- 
ronrdinaied provisions, passed, at dijjereiit times 
' }viihnni regard to their efject on. existing laii\ 

Procedures have developed over many yeai-s. 
Twenty years ago Connecticut's tax collections 
were only ai)0ut $127 million. Only ^1 tax sources 
yielded more than $10 million a|)iece. The ])roce- 
dui*es used then ai-e totally inadequate today, 
when total tax collections have readied the billion 
dollar mark and 3 tax soui'ces alone yield amounts 
in the hundreds of millions of dollars. 

Fcileral Type of Tax Proccdiircs 

While a broadly based personal income tax is 
not being recommended by the Commission, con- 
siderable iinprovenient can and sJumld be made 
to the administration and collection of the capital 
gains and other taxes. The Internal Revenue 
Service has had the most extensive experience of 
any United States Lax authorities in collecting 
and admini.stering various difi'erent types of taxes. 
Its i)rocedures have been develo]}ed gradually 
since 1913. Their statutory authoi-ization is set 
forth in the Federal Internal Revenue Code. 

To the extent that the Federal procedures are 
adaptable to the collection and administration of 
existing Connecticut taxes, they should be made 
part of an internally consistent tax procedure and 
administration code. This should supplant all 
existing procedural and administrative provisions 
(except death tax ones). It should set forth in 
logical order all the State Tax Commissioner's 
powers and duties with res])ect to the assessment, 
collection and administration of taxes, and the 
imposition of interest, penalties, and liens for un- 
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paid taxes. Liens should be ^-eneral ones on all 
pro|)crty of the taxpayer, to ije filed both in the 
town clerk's oflice (real estate liens) and with the 
Secretary of State (all otiier liens). 

The all-important administrative appeals provi- 
sions, ^overniiiK the handling of refund claims 
and the rights of taxpayers objecting' to a decision 
made by any level of the tax department, should 
be revised. Initially, a taxi)ayer should have the 
right to a conference with the ijerson examining: 
his return or refund claim. This should be fol- 
lowed by an opi)ortunity to meet witb someone at 
a higher level, sucli as the chief of that particular 
tax division or his assistant. 

Ill formal Appeal lo llie Stale Tax 
Coiiiiiiissioiier 

Thereafter, there should l)e a right to an in- 
formal appeal to the Commissioner or his dele- 
gate. This i)rocedure exists now under the cor- 
poration business tax. The Commissioner or his 
delegate could consult the Chief Counsel as to 
costs and hazards of litigation. A procedure sim- 

Tax Liti 

Death Tax Appeals 

Death tax appeals ai'e still made to the Probate 
Courts,^^ with an appeal from them in the form 
of a trial de novo in the Superior Coui'ts (al- 
though the Administrative Procedure Act appears 
to require use of the Hartford County Court of 
Common Pleas instead of the Probate Courts). 

Olher State Tax Appeals 

Other tax appeals are not made either to the 
Superior Court or the Court of Common Pleas, 
in most cases limited to the coui^ts in Hartford 
County, rather than the county in which the 



ilar to the contested case jirovisions in Sections 
.M.77, •M78 and 4-18(1 of tlie Administrative Pro- 
cedure Act, dealing with the requirements of a 
written record, the taking of evidence, and the 
requirement oT written n(Jtincati(»n of a decision 
should api}ly to these ai)peals. Costs to the tax- 
l)ayer should be minimized. He should only incur 
professional fees if he retains a lawyer or ac- 
countant to assist liim. 

Strike Force Reeoiiiiiieiulalioiis 

The Tax Sub-Committee of the Governor's 
Strike Force on Full l^'.mployment made an exten- 
sive study of tax procedure, recommending the 
adoi)tion, with certain modifications, of Federal 
procedures, in line with the way such i)rocedure 
has been ado|)ted by other states and in model 
state income tax statutes. These recommenda- 
tions were embodied in the proi)osed bill sub- 
mitted by the Strike Force and should be exam- 
ined and considered during the di'afting of any 
new iH'ocedural provisions.^-' 

gation 

appellant is located. (See Appendix B, Summary 
of Appeal Provisions Other than Those in the 
Admin isti*ative Procedure Act.) 

Deterniiiiiiig Possible Nee<l for a 
SJate Tax Court 

The present uncertainties caused by conflict in 
the statutes as to which court is to hear appeals 
fi*om the Stiite Tax Commissioner must be re- 
solved, but whether or not a special Tax Court 
should be created to hear these appeals cannot 
be determined until a study is made of the volume 
and nature of tax ai:)peals. 



Valuation and Condemnation Appeals 



Appeals in property tax valuation disputes 
from the town assessors are initially to the local 
Board of Tax Revie\^^ Thereafter, they go to the 
Court of Common Pleas, which usually refers them 
to a i^eferee, following a hearing on the short 
calendar. Condemnation proceedings are brought 
by agencies of the State, the towns or public 
utilities. Appeals in such valuation disputes go 



through a similar referral procedure in the Super- 
ior Court. The Commission has recommended in 
Vol. II, Part C, that the Boards of Tax Review 
be replaced by 6 Regional Boards of A])]:)ea'l, con- 
sisting of professional valuation experts. There 
would still be an a]:)]:)eal to the courts fi'om them. 

An improvement could be made to the refeiTal 
system of all appeals to reduce the short calendar 
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load" of the Court.s of Common Plen.s (in tlic case 
of |>ro])erty tax assessment apijeals) and t!ie 
Superioi- Courts (in the case of condemnation 
appeals), Tliis could be done either by cbang'ing 
the I'ules of these coui'ts or by statute. It would 



Eliiiiiiiatioii of Service 

At present. State tax liti^-ation must be com- 
jiienced in the same way as most other civil .suits, 
l.)y obtaining!: a Sheriff to serve .pleadings on the 
State Tax Commissioner or his deleg'ate and mak- 
in}? a return to the appropi'iate court. This wastes 
l)oth time and money. Section 86 of the Strike 
Force bill provided that all liti^'ation should be 
commenced by filing the appeal petition in person 
or by registered or certified mail with the court 



involve automatic I'efei-ral of valuation cases to 
one or moi-e refei'oes, as under the present system. 
But the cases would not have to he docketed and 
heard on the .short calendar. 



of Process by Sheriffs 

possessing Jurisdiction, with a copy thereof filed 
in the same manner with the State Tax Commis- 
sioner. Thereafter, the court would notify both 
taxi)ayer and Tax Commissioner of the time and 
l>lace of hearing*. This is somewhat like the rules 
governing* commencement of a suit in the Tax 
Court of the United States and should be adopted 
for all Connecticut tax litig*ation. , 



Chief Counsel lo the Tax Coiiiiiiissioiier 



Neecl for a Chief Counsel 

At present, the State Tax Commissioner em- 
ploys lawyers as Inheritance Tax Attorneys. They 
deal with all legal questions concerning adminis- 
tration of the death tax laws. There is also one 
other attorney doing* g^eneral legal work in the 
tax department. But some of the increasing-ly 
im!)ortant taxes, such as the one on capital gains 
and dividends, have no tax department attorneys 
directly involved in their enforcement. 

The Attorney GeneraFs Office is at present the 
legal ann of the State Tax Commissioner. But 
this work could be handled more efficiently if all 
the lawyers representing the State Tax Commis- 
sioner were in his department. In addition, many 
other legal sendees of value to the State and the 
taxpayers, some of which are not offered at all 
now, could be handled best by tax department 
lawyei's. 

Eslablishmeiit of Office of Chief Counsel 
lo the Tax Coniiiiissioiier 

Just as the Federal Commissioner of Intei*na] 
Revenue has a Chief Counsel and a staff of lawyers 
working with him, so the State Tax Commissioner 
should be given similar assistance. He should be 
empowered to appoint a Chief Counsel. Then, all 



legal problems affecting taxes would be trans- 
ferred from the Attorney General to the Chief 
Counsel, easing the former's workload and pro- 
viding an increased o])i3ortunity to develop exper- 
tise in dealing with State- tax law questions,- 

Many existing arrangements could nonetheless 
be continued. Those attorneys presently handling 
tax litigation in the Attorney General's Office 
or working in the State Tax Commissioner's Office 
(other, than as Inhei'itance Tax Attonieys, their 
sui)ervisor or as First Assistant Tax Commis- 
sioner) could form the nucleus of the legal st^iff 
for the Chief Counsel's Office. One of them could 
be considered for appointment as Chief Counsel. 

The Chief Counsel to the Tax Commissioner . 
would be responsible for all legal questions affect- 
ing taxes (except death taxes) collected by the 
State Tax Commissioner. Thus, he would handle 
litigation, issue legal opinions to the State Tax 
Commissioner at the latter's request, review pro- 
posed tax regulations, help prepare rulings to be 
issued to taxpayers by the Commissioner, and, 
if so requested, advise the Commissioner or his 
delegate as to the hazards and costs of litigating a 
given issue. 

The present research section of the tax depart- 
ment should be expanded aiid placed under the 
new Chief Counsel. 
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Peiiallics. Criminal Saiiclions. and Inleresl 



DilT^^riiii: Penally Proviriioiis 

There is no consistent i)attei'n in inii:)Osinjr 
l)onalilics for late filiiio' or failure to file tax re- 
Uu-ns. For exam].)le, the liquor lax lias a 2[ f per 
month i)cnaltyr- undei- the aflniissions tax the 
penalty is $10 jilus of the tax.^' it is §25 

rilus 10''? un(iei- tlie dividends and ca|)ital ^-ains 
tax/--' and $2o plus 25 r;. (Init not less than $50) 
under the corpoi-ation tax.^'* 

There is also inconsistency as to whethci- or not 
the penalties are nianflatfu'y or discretionary. 
Penalties under the liquoi* and eoi'poi-ation taxes 
aj'e manda.tory. Tlie Commissioner may abate or 
remit tlie whole or any pai't of any admissions 
tax penalty, if satisfied that failure to comi)ly 
WHS due to reasonal)le cause. Bui under the divi- 
dends and cai)ital g^iln^ tax. the Commissioner 
must be satisfied lieyond a reasonable doubt that 
the failure to file and i>ay was due to reasonal)le 
cause and was not intentional or due to neo-Iect.-^' 
The penalty foi- a deHcicncy of tax on dividends 
01' ca))ital o-ains .may be waived only if the Com- 
missioner is satisfied that the deficiency was not 
delibei-ate or due, to fraud or evasion/-' 

Theie is no apparent Justification for Uie lack 
of uniformity as to the nature, amount, and Com- 
missioner's discretion with respect to penalties. 
Sound tax policy should ^'we the Commissioner 
power to waive all or any portion of any penalty, 
accordinj^ to standards set forth in rej^ulations 
promul.uated hy the Commissioner, Furthermore, 
. the amount of the penalties could be uniformly set 
at the greater of $10 or 10% of the amount of 
the tax due for all taxes excei>t death taxes. The 
r)enalty would a))])ly wdiere the return is filed late 
or the tax paid late, but there should be no penalty 
on a deficiency, except for one resulting from the 
iWin^ of a false, fraudulent, or negligently pre- 
pared return. 

Criminal Siinclioiis 

Appendix C sets forth the criminal sanctions 
for violations of State tax laws. These vary from " 
60 days to u]) to one year in jail. Whether or not 
there should be uniform criminal penalties for 
yiolatio]! of the tax laws should be studied further, 
since some violations are more serious than others. 
Obviously, filing- a false or fraudulent return is 



nn)re serious than failure to file a return or failure 
to testify upon a suljpociia, 

1 merest on unpaid cor()oi'ato taxes is -Vj/V per 
month,-' but only K^^'^f per month is ])aid on re- 
funds."' Interest is .imposed on tax deficiencies 
under the dividends and capital grains tax at \/f 
\}Qv month.""' l)ut no iniorest may be ])aid on re- 
funds, unless the refund is ordered by a court. 
Then the rate is only (y 'r per annum.-'' 

There is no valid reason for havinj>: interest on 
deficiencies at a higher rate than interest on re- 
funds. The Federal Internal Revenue Code pre- 
scril)es a uniform I'ate of iV/'^ While deficiencies 
should bear interest from the due flate of the 
tax luiyments, the State Tax Commissioner needs 
a fri'acc period to iM'oce.ss refund claims and re- 
turns callinj;- for refunds. Such a period will also 
act as a (leterrent to taxpayers making* deliberate 
overpayments to receive interest on their surjilus 
funds. No interest should be paid until after the 
filino- of a refund claim, rather than have the 
interest i-un from the date of overpayment There- 
foi-c. ]-et'unds should l)enr interest from a jieriod 
commencinj^- GO day.s after a claim (including* a 
i-eturji .showinf^- an overpayment) is fjlcd, whether 
or not the ultimate determination tliat an over- 
payment has been made is by a court. 

Interest rates ihictuate. Setting- them too low 
mio-ht encourag:e taxiuiyei's to underjmy their tax, 
because they could receive a higher rate else- 
where« wdiile rates that are too hig"h would tempt 
taxpayers to ovei'pay, if they had excess funds 
that could not earn as much elsewhere. A tech- 
nical argument can be made for a differential 
betw^een the rates on deficiencies and those on 
refunds, with tlie interest on- deficiencie^s higher 
than that on refunds so as to discourage manipula- 
tion by the taxi)ayers. But tiiis has not proven 
to be a sei-ious problem under the Inteimal Reve- 
nue Code with its rate on both deficiencies 
and refunds. By delaying- the period during which 
interest accrues (as suggested above), the prob- 
lem is minimized even more. Furthemiore, the 
Tax Commissioner should be required to recom- 
mend to the Legislature, at the start of each 
session, whether or not the rate should be chan^^ed. 
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Audits 



Sele(»lioii of Sales Tax Accoiiiils for Audit 

As presently staft'ed, the State Tax Commis- 
sioner is only able to audit alx)ut 1,400 sales tax 
accounts annually. Each auditor obtains about 
$80,000 additional taxes. However, there are over 
70,000 accounts. Thei-efore, selection for audit 
of those returns that will be the most i)roductive 
of additional revenue has always been a in-oblem. 

California has been using an electronic selection 
system to identify accounts for sales tax audits. 
The Internal Revenue Service uses a sophisticated 
discriminate function, based upon an aggregation 
of audit characteristics of income tax i-eturns. 
This is programmed into the cominiters used to 
select income tax returns for audit. 

It is recommended that a system similar to the 
California sales tax audit selection one be put 
into operation in Connecticut, with the necessary 
appropriations to exixmd staff and acquire equip- 
ment, so tliat tliis State will be able to be more 
effective in enforcing its sales tax laws, collecting 
more of what is legally due it and, by so doing, 
more than pay for the additional costs of collec- 
tion. 

Retention of a Computer by ihe Stale Tax 
Commissioner 

The State Tax Commissioner presently has a 
Buri'oughs 2500 computer. This is being used in 
an increasingly effective manner to facilitate ad- 
ministration and auditing i^rocedures affecting 
many state taxes, particularly those on corpora- 
tions, sales, and capital gains. In fact, it will no 
longer be necessary for the State Tax Commis- 
sioner to audit Federal income tax returns in 
the I.R.S/s comi^uter center in Andover, Massa- 
chusetts, since the tapes of Connecticut residents' 
Federal returns can now he processed by the 
Connecticut computer. This assumes that the tax 
on dividends is repealed, as recammended by the 
Commission in Part A of this volume. The State 
'Tax Commissioner estimates that he will be using 
this computer approximately 50 oy 60 liours week- 
ly, in double shifts. 

There are proposals to consolidate most or all 
of the computer work for the State of Connecticut 
into a computer center. While these proposals will 
no doubt improve efficienc^^ in many departments, 



time sharing on such a system by the State Tax 
Commissioner would be counteri)i-oductive. be- 
cause of tiie loss of conti'ol of priorities and the 
occasional delays that will occur in obtaining 
access to the center. Therefore, the eflicient oper- 
ation of the State Tax Commissioner will be 
greatly enhanced if the present computer can be 
retained in his department. 

Death Tax Aiidils 

Under both the old and new deafh tax proce- 
dures, snccession tax returns are initially audited 
by Inheritance Tax Attorneys, who deal with 
substantive issues of tax law regarding inclusion 
of various items in the gross estate and valuation 
of property. Once all these issues have been 
i-esolved between the Inheritance Tax Attorney 
and the fiduciary or his counsel, the tax return is 
l)rocessed by a computation section. This audits 
tlie clahned deductions to determine if they are 
both legally valid and reasonable in amount. Then 
it computes the inheritance tax. 

Even before the si)eed-up in death tax procedure 
temi)orai'ily overloaded the comjuitation section, 
during a (i month transition period, computation 
of the succession tax was taking 4 or more months 
after all issues as to inclusion of pro]Derty and 
questions of valuation had been resolved with the 
Inheritance Tax Attorney, As a result of these 
delays, probate accounts could not be filed, dis- 
ti'ibution of estates wei'e delayed, and many lay 
fiduciaries and estate beneficiaries either unfairly 
blamed their attomeys, found the delays incom- 
prehensible, or both. 

Besides the frustration and ill-will caused by 
the delays, real financial loss occasionally occurs. 
Some examples of the losses caused by these de- 
lays are the cost of jnteiTnediate probate accounts 
to make distributions carrying out post mortem 
tax plans or the abandonment of those plans and 
occasional delays in paying fiduciary commissions 
and attorney's fees, where for either tax reasons 
or client's desires they could not be paid until 
final distribution of the estate. 

The problem causing the delays in the compu- 
tation process is the unavailability of enough 
trained people in the computation section. Only 
additional appropriations of funds to enable the 
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state Tax Commissioner to hire and train more 
people for tlie computation section can solve this 
problem. Sufficient funds should be appropriated 
to auj^ment the staff of the computation section 
to speed up the processing of inheritance tax 
returns. 

Revolving Audit Fund 

In some states, there is a revolving audit fund 
into which all additional assessments are de- 
posited. From it all refunds ai'e paid and funds 
are used to pay additional auditoi's. Thus, so long 
as liigli audit productivity lasts, the Tax Depart- 
ments of these states are able to hire additional 
auditors, without requesting special appropria- 
tions from the Legislature each time one is need- 
ed. At the end of some predetermined period, such 
as the quarter or the full year, the fund is reduced 

Tax Policy and 

Need for a Coiiliiiiiiiig Legislative 
Sliidy Group 

Some states, such as New Jersey, have ])erma- 
nent tax policy committees charged with keeping 
abreast of the state's needs with respect to state 
and local taxation. Here in Connecticut, there 
have been several different tax studies (including 
the present one) made in the last 5 years, each 
of them starting all over again and none of them, 
up until now, having their recommendations 
enacted. 

The technical qiiality of substantive Connecti- 
cut tax legislation enacted since 1969 has been 
poo7\ resulting in many unceftainties for taxpay- 
ers as to the existence, nature, and extent of their 
liabilities, causing many probleins in the admin- 
istration of the tax laws and an extensive amount 
of litigation on questiovs that better legal drafts- 
manship would have avoided. 

Therefore, the Commission recommends appoint- 
ment by the Governor of a Tax Policy and Ad- 
visory Group. It should be composed of tax prac- 
titioners (lawyers and certified public accountants 

Call the Sales and Use 

The Sales and Use Tax is officially known as 
the Education, Welfare and Public Health Tax. 



to a specified amount, and the excess turned over 
to the State Treasurer. 

Accordingly, establishment of a revolving audit 
fund under the control of the State Tax Com- 
missioner is recommended to enable him to ex- 
pand his audit program for the more intensive 
audit activity that new taxes and higher rates 
will demand in the future. 

RoiiiuHiig Off lo llic IVearesl Dollar 

Under the Internal Revenue Code, taxpayers 
may choose to I'ound of all amounts i-eported on 
their returns to the nearest dollar. Whether or 
not taxpayers elect this option, if the State Tax 
Commissioner were authorized to round off in his 
internal accounting work, regardless of how tax- 
payers report, some savings in processing costs 
will be realized. 

Advisory Group 

practicing" tax law or tax accounting-), tax admin- 
istrators (supervisory employees of the State and 
local tax systems, to the extent the conflict of 
interest laws do not prevent State em]:)loyees from 
serving) and distinguished lay citizens (in jorivate 
business, organized labor, and the professions). 
Funds should be made available to it to hire legal 
counsel, economists, and other consultants. 

The Group would be responsible for tax policy. 
It would keep abreast of the State's changing 
economic picture, needs for additional revenues, 
and the effectiveness of existing tax laws, A re- 
port on these subjects, coupled with recommenda- 
tions for tax legislation and fully drafted bills 
appended, would be presented to both the Gov- 
ernor and the Chairmen of the Joint Finance 
Committee of thv. Legislature within a specified 
period prior to the opening of each annual legisla- 
tive session. In addition, the Group would be 
available for drafting assistance on all bills about 
to be favorably reported from the Joint Finance 
Committee, as well as any tax bills or amendments 
to tax bills that. did not originate in that Com- 
mittee, but have been enacted by one House of the 
Legislature and are pending in the other House. 

Tax by That Name 

This cumbersome and obsolete name should be 
rei^laced and the tax called the Sales and Use Tax, 



40 



APPENDIX A: 

Summary of Liens for State Taxes in Connecticnt 

Lien Summaiy 



Chapter 207 
Insurance Companies 

Chapter 208 

Corporation Business Tax 

Chapter 209 
Air Carriers 

Chapter 210 
Railroad Companies 

Chapter 211 

Express, Telegraph, Telephone, Cable 
and Car Companies 

Chapter 212 

Water, Gas, Eiectric and Power Companies 

Chapter 214 
Cigarette Taxes 

Chapter 216 

Succession and Transfer 
Chapter 219 

Education, Welfare and Pubiic Health Tax 
(Sales and Use Tax) 

Chapter 220 

Taxation of Alcoholic Beverages 
Chapter 221 

Gasoline and Special Fuel Taxes 
Chapter 222 

Motor Carrier Road Tax 
Chapter 223 

Real Estate Conveyance Tax 



Chapter 224 
Capital Gains Tax 

Chapter 225 

Admissions and Club Dues Tax 



Section 
12-204 
12-235 

12-235; 12-248 
12-253 

12-268h 
12-268h 
No lien 
12-366 

12-420 
12-441 

No lien 
No lien 
No lien 

deeds not recorded 
unless tax paid 

12-512 

No lien 



Property Subject 
i\) Lien 



Real Estate 
Real Estate 
Real Estate 



All property on 
which tax is laid 



Real Estate 
Real Estate 



Real Estate 



Real Estate 



All property used 
in business 



Real Estate 
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APPENDIX B 

Summary of Appeals Procedures for Taxpayers, Oilier Than 
Appeals Under the Administrative Procedure Act 

(The conflicts with the Administrative Procedure Act are not shown) 



Section 



fVPPKALS TO TAX COMMIS SION ER 

Com mcnts 



ChajUer 201 

Tax Commissioner No Provision 
(General Provisions 
applicable to towns 
and companies) 



Chapter 207 

Insurance Companies No Provision 



Chapter 208 
Corporation 
Business Tax 



Chapter 209 
Air Carriers 



12-23G 



12-236 



Chapter 210 

Railroad Companies 3 2-252 



Chapter 211 

Express, Telej^raph, 12-268(i) 
Telephone, Cable, 
and Car Companies 



Chapter 212 
Water, Gas, 
Electric and 
Power Companies 

Chapter 214 
Cigarette Taxes 

Chapter 216 
Succession and 
Transfer 

Chapter 217 
Estate Tax 



12.268(i) 



12-311 



Time Limit 



Thirty days 
after notice 
delivered or 
mailed to 
taxpayer 

Thirty days 
after notice 
delivered or 
mailed to 
taxpayer 

Ton days after 
notification 



Thirty days 
aftur notice 



Thirty days 
after notice 



Ten days 
after notice 



12.359(b) — 



Section 



APPKALS TO CO V IVY 
Time Limit Court 



32-33 



One month 
from decision 



Superior Couil of 
county in which 
aj)plicaut is located 



Scope; Uncertain. State provides any town or 
company aKK>'iGved 'by action of the commissioner 
may . . . ajjpeal. 



12-208 



12^237 



One month from Common Pleas Court, 
time for payment Hartford County 



12^237 



Common Pleas Court. 
Hartford County 



Common Pleas Court, 
Hartford County 



Superior Couil of 
county in which 
located (application 
of this statute is 
uncertain) 



12-268(1) One month after Common Picas Court, 
service of notice Hartford County 



12-33 



One month from 
sen'ice of notice 



One month from 
scr\'ice of notice 



One month 
from decision 



12-268(1) 



12-312 



One month after Common Pleas Court, 
semce of notice Hartford County 



No time limit 



12-359(b) ^ 



12-394 



Sixty days from 
receipt of notice 



Superior Conrt 
Hartford County 

Probate Court for 
Probate District of 
Decedent's Domicile 

Common Pleas Court, 
Hartford County 
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APPENDIX B (Cont.) 
Summary of Appeals Procedures for Taxpayers, Other Than 
Appeals Under the x4dministrative Procedure Act 



APPEALS TO TAX COMMISSIONER 



APPEALS TO COURT 



Chapter 219 
Education, Welfare 
and Public Health 
Tax (Sales and Use 
Tax) 



Chapter 220 
Taxation of 
Alcoholic Beverages 



Section 



12-418(1) 



12-421 



12-447 



Chapter 221 

Gasoline and No General 

Special Fuel Taxes provision 

for hearing 

12-470 



Chapter 221 
Gasoline and 
Special Fuel 
Taxes (cont*d) 



Chapter 222 
Motor Carrier Road 
Tax 



Chapter 223 
Real Estate 
Conveyance Tax 

Chapter 224 
Capital Gains Tax 



12-475 (a) 



12-480(b) 



No appeal 
provisions 



12-521 



Chapter 225 

Admissions and Club 12-553 
Dues Tax 



Time Limit 



'J'hirty days 
after assessment 



'I'hirty days 
after notice 
of action 

Ton days 
after mailing 
of notice 



Comments 



Prepayment 
required 



No time 
specified 



No time limit 
for taxpayer. 



Limited to 
situation where 
commissioner 
fixes amount 
of tax 

Limited to 
review of new 



Commissioner after regulations 
request must set 
hearing within 
fi.ve days 



No specific 
time limit 
on request 
for hearing 



Thirty days 
after notice 
is mailed or 
delivered 

Thirty days 
after notice 
is mailed or 
delivered 



Limited to 
claims for 
refund 



Section 



12-422 



12-448 



12-454(c) 



12-461 



12-463 



12-475(a) 



12-489 



Time Limit 



One month 
from notice 



One month from 
time provided 
for payment 

Fourteen days 
after decision 
re seized goods 

Ninety days 
from time 
of payment 

Thirty days after 
revocation of 
license 



No time limit 
for review of 
decision on new 
regulations 



No time 
limit 



No appeal 
provisions 



12-522 One month 

after semce of 
notice of decision 



12-554 One month 



Court 



Common Pleas Court, 
Hartford County 



Common Pleas Court, 
Hartford County 



Common Pleas Court, 
Hartford County 



Common Pleas Court, 
Hartfoixl County 



Common Pleas Court, 
Hartford County 



Court of Common 
Pleas 

(County unspecified) 



Common Pleas Court, 
Hai'tfoi'd County 



Superior Court 
Hartford County 



Common Pleas Court, 
Hartford County 



ERIC 
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APPENDIX C: 

Criminal Sanction for Violations of Slate Tax Laws 



Chapter 207 
Insurance Companies 

Chapter 208 

Corporation Business Tax 

Chapter 209 
Air Carriers 



Section 



None 



12-232 



None 



Penult V 



Up to sixty days, for 
failure to testify 
upon subpoena 



Chapter 210 
Railroad Companies 

Chapter 211 

Express, Telegraph, Telephone, Cable 
and Car Companies 

Chapter 212 

Water, Gas, Electric and Power Com])anies 



Chapter 214 
Cigarette Taxes 



Chapter 216 
Succession and Transfer 



Chapter 217 
Estate Tax 

Chapter 219 

Education, Welfare and Health Tax 
< Sales and Use Tax) 



12-31 



12-268f 



12-268f 



12-308 



12-310 



12-321 



12-383 



None 



12-428 



12-429 



Up to six months for 
false statements 

Up to sixty days jail 
for failure to testify 
upon subpoena 

U]) to sixty days jail 
for failure to testify 
upon subpoena 

Use of fraudulent 
cigarette stamps 

Up to sixty days jail 
for failure to testify 
upon subpoena 

Up to one year for 
any violation of 
statutes 

Up to one year for 
false return or 
affidavit 



Thirty days to one 
year for violation 
of Chapter 

Up to sixty days jail 
for failure to testify 
upon subpoena 
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APPENDIX C: (Conl.) 
Criminal Sanclioii for Violalioiis of Slate Tax Laws 



Chapter 220 

Taxation of Alcoholic Beverages 



Chapter 221 

Gasoline and Special Fuel Taxes 



Chapter 222 

Motor Carrier Road Tax 



Chapter 223 

Real Estate and Conveyance Tax 

Chapter 224 
Capital Gains Tax 



Chapter 225 

Admissions and Club Dues Tax 



Section 
12-445 

12-452 
12-459 

12-482 

None 
12-510 

12-519 



12-547 
and 12-551 



TenaUy 

Up to sixty days jail 
for faihu'e to testify 
upon subpoena 

Up to six months for 
violation of Chapter 

Up to six months for 
false or fraudulent 
claim for refund 

Up to six months for 
false statement to 
obtain credit 



Up to sixty days jail 
for failure to testify 
upon subpoena 

Up to one year for 
willful \dolation 
of chapter 

Up to one year for 
willful violation 
of Chapter 

(Class A misdemeanor) 
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FOOTNOTES TO PART C 



1 Sgc Vol. Ill, Parts A & 13. All .statistics in this part 
wcM-e supplied by the Stat<j Tax Commi^^sioiier. 

2 P. A. 854 of the Ji)71 General Assembly, effective January 
J, 1972, Connecticut General Statutes, Sgcs. MfiG throuifh 
4-1 8ij (Supp. 1972), applies to all agencies and nj^ency 
proceedirij^s not expressly exempted. The vState Tax Com- 
missioner is 7iot exempt. 

li P,A. of the J971 General AsKeml>ly, The Succession 
Tax Procedure Act of .1971, amending!: Conn, Gen. Stat. 

4 Receipts for Connecticut tnxes in fiscal year ending* June 
Nainc of Tax 
Admissions 
Advertising Signs 
Alcoholic Beverages 

Capital Gains & Dividends (before court ovdnred rofund.s) 
Cigarette 

Corporate Business 
Electric & Power Companies 
K. state 

Expre.ss Companies 
Foreign Insurance Companies 
Gas Companies 

GaSj Electric & Steain Companies 
Gasoline & Special Fuel, Including Motor Carrier 

Road Tax 
Inheritance 

Insurance Co. (domestic) Interest and Dividends 
Insurance Co. (domestic) Premiums 
Liquor Permit Fees 

Motor Vehicle Registration & Operators' Licenses Fees 
Occupation 
Property Taxes 
Railroad Car Companies 
Sales and Use 
Self Insurance Premiums 
Telephone Companies 
Telegraph & Cable Companies 
Unauthorized Insurers Premium 
Water & Water Power Companies 

♦Estimate. Collections for fiscal year ending June 30, 1971 w 

5 P. A. 8, Conn. Gen. Ass, Aug. Sess., revising Chapter 22^. 

6 RA. 870, 1971 Conn. Gen. As.s. 

7 An Act Making Technical Amendments to the Court Re- 
organization Bill, P.A. 108, Sec. 1, Conn. Gen. Ass., Feb. 
1972. 

8 Section 12-237. 

9 Section 12-461. 

10 Section 12-208. 

11 Section 12-422. 



Sees. 12^;i50. ;{52, .'305, ;^G7, :?7(i, :^T6a. 

;^8S, ond >\ry-'Z02 (Sii|»p. ni72), rejiealing Sees. 12-;{00, 
aC2, and :^G8; P.A. o. .June Sp. Sess. 11)7K Sees. IIS- 
121, which accelerated filing and payment dates, brinj^inpc 
them in line with ninvly revis<Mi Federal estate t:i.\' ]>ro- 
ccdure; and P.A. 2(15 uf the li)72 General Assem})ly, 
making- retroactive technical nmendrncnts to Sees. 12-;M9, 
12-.'J50, 12-.S5S. I2-:^59, 12-;?G7, and 12-:37G of the Succes- 
sion Tax Procedure Act of 1071. 



30, 1972 were: 
Collccti'd by 

State Tax Commi.ssioner 
State I'olicc Comniissionerv 
State Tax Conimlssioner 
State Tax Commi.ssioner 
State Tax Co?nmi:ssioner 
State Tax Commissioner 
State Tax Commissioner 
State Tax Commissioner 
State Tax Commissioner 
Insurance Commissioner 
State Tax Commissioner 
State Tax Commissioner 

State Tax Commi.ssioner 
State Tax Commissioner 
Insurance Commissioner 
Insurance Commissioner 
Liquor .Control Commission 
Commissioner of IMotor Vehicles 
State Tax Commissioner 
Towns 

State Tax Commissioner 
State Tax Commissioner 
State Tax Commissioner 
State Tax Commissioner 
State Tax Commissioner 
Insurance Commi.ssioner 
State Tax Commissioner 
'ere $874,200,000. 



A moti n t 
$ 7,033,205 
32,022 
2-1,109,393 
00,908.225 
08,130,401 
122,948,233 
4,553,108 
175,908 
2,127 
15,G2M82 
3/150,GG4 
16,221,659 

130,437,579 
49,743,449 
18,902.747 
15,450,210 
4,312,687 
43,247,150 
119,700 
919,000,000* 
11,645 
358,030,216 
42,100 
26,644,513 
28,811 
1,245 
1,964,827 



12 Section 4-166(2) of tffe Admihi.strative Procedure Act 
considers this to be a contested case, Sec. 4-177 (a) requires 
an opportunity for hearing after rea.sonable notice. Sec. 
4-180 requires personal or mail notice of a final decision 

■or order and Sec. 4-182 (c) requires that the suspension 
or revocation of a licen.se J>e preceded by notice by mail 
to the licensee of facts or conduct which warrant the in- 
tended action and that the licensee have an opportunity 
to show compliance with all lawful requirements for reten- 
tion of his license. 

13 Arkansas, Connecticut, Georgia, Hawaii, Louisiana, 
Maryland, Michigan, Missouri, Oklahoma, Oregon, Rhode 
Island, Washington, West Virginia, and Wyoming. 
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I'l Louisiana, Maryhiiid, iMichi^;an, and Oklahoma. 

15 The District of Columbia exempts its Tax Court, and 
Washington exempts its Board of Tax Ajjpeals. 

16 Section 12-234. 

17 Sections 12-510 (d) (capital gains and dividends tax), 
12-4'15 (liqiior tax), 12-552 (c) (admissions tax), 

18 For example, Sec. 12-518 of the capital gains and divi- 
dends tax. 

19 While the procedure in the Strike Force Bill was de- 
signed to deal with the gross income tax recommended 
by the Strike Force, some of the provisions can be adopted 
to existing tax procedures. They appear in Sections 40 
through 115, The heart of the generally applicable pro- 
cedure and administration provisions are contained in 
Sees. 59 through 113, 

20 Section 12-359 (b), 

21 Section 45-288. In light of Sees. 20 and 4-183 (a) of 



the Administrative Procedure Act, the Soc. 1 2-350 (b) re- 
quirement of appeals to the j)roliatc court may have been 
nullified. 

22 Section 12-4:^9 (a). 

23 Section 12-547. 

24 Section 12-509. 

25 Section 12-229. 

26 Section 12-509. 

27 Section 12-5n (a). 

28 Section 12-225. 

29 Section 12-227, 

30 Section 12-509, 

31 Section 12-522, 

32 I.R.C. Sec. 6601(a) on tax deficiencies and Sec. 6611(a) 
on overpa>Tnents of tax. 
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